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The nation’s sense of loss is still so keen that it is 
dificult to express in words the feelings aroused by 
the death of the King. Yet looking back over the 
twenty-six years of his reign the first thought which 
emerges is that he kept the nation together during a 
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time of unprecedented strain from within and without. 
The power he exercised, though in strict accordance 
with the constitution, was at times very real, and it 
gained in force because he was always able to interpret 
the exact feelings of his people. Throughout the 
long years of his reign he always worked so as to create 
and maintain confidence and to enable the people of 
the Empire to order their own affairs and lay their 
plans ahead. He lived long enough to realise last year 
the love which the Empire felt for him, and to accept 
the expressions of gratitude which his Jubilee called 
forth. We extend to all those who stood near to King 
George our deepest feelings of sympathy, and we offer 
to King Edward that loyalty which is his due as a King 
and which he has already won from us as a man. 


































THE BANKER 


A asieait Diary 
Mid-December—Mid-January 


THE turn of the year passed fairly easily, mainly because 
December 31 fell in the middle of the week. Most of the 
Treasury bills issued three months before 
The Money had been dated so as to fall due on 
Market December 30 and 31, while conversely, 
bills issued in that week were all dated to 
be paid for on or after January 1. The result was that 
Treasury bill maturities put the market in funds on the 
last day of the year, while the Treasury had to borrow 
heavily from the Bank of England. The floating debt 
statement for December 31 showed £37°0 millions of 
Ways and Means Advances from the Bank, while the 
Bank return of the following day showed an increase of 
{28-0 millions in Government securities. As a result the 
market only had to borrow a small amount from the 
Bank, and the week’s increase in Discounts and Advances 
at the Bank of England was mainly due to other causes. 
Since the opening of the New Year revenue has been 
coming in well and the seasonal reduction of the Treasury 
bill issue has begun. The banks are also buying bills 
after having suspended purchases during most of 
December. Discount rates have, therefore, fallen heavily. 
The average tender rate for Treasury bills has declined 
from a peak rate of 15s. 8-70d. per cent. on December 20, 
to ros. 5°52d. per cent. on January 17. Market rates are 
no better than § per cent. for Treasury bills and }3—,9; per 
cent. for three months’ bank bills. Money is very 
plentiful, except that revenue collection has at times 
left one or two of the banks temporarily a little short 
of funds. Discount rates are likely to remain weak 
owing to the progressive redemption of Treasury bills 
during the next two months. 





THe Christmas demand for currency raised the note 
circulation to a peak of £424-5 millions, which constituted 
a new record since the amalgamation of 

The Note the two note issues in November, 1928. 

Circulation The actual Christmas expansion was {25:6 
millions. This was above the average of 
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previous years, but was not the greatest expansion 
recorded during any of the past few years. Thus 
Christmas trade may be described as good, but as being 
perhaps not quite up to the highest anticipations. By 
Christmas the Bank had raised its gold stocks to exactly 
£200 millions, compared with {192 millions earlier in the 
year. These new acquisitions of £8 millions prevented 
the Reserve from falling below £36 millions at Christmas, 
whereas otherwise the currency withdrawals would have 
reduced it to £28 millions. The note circulation continues 
to run about £17 millions ahead of the previous year. 
A small part of this increase represents the extra notes 
held by the joint-stock banks against the new deposits 
gained by them during the year, but the bulk of the 
new notes in circulation are in the hands of the public. 
Thus most of the increase in the circulation is attributable 
to the trade revival. 


THE complete returns of the London and Provincial 

Bankers’ Clearing Houses for the past three years are 

, summarised in the following table. In 

Bankers interpreting the 1935 returns, it must be 
Clearings 

in 1936 ‘temembered that the area served by the 

Liverpool Clearing House was reduced last 

April. As a result many cheques formerly cleared at 

Liverpool now pass through the country clearing in 
London :— 











1933. 1934. 1935. 

£ mill. £ mill. £ mill. 
Town Clearings a we 27,714 30,740 32,444 
Metropolitan Clearings aes 1,657 1,760 1,887 
Country Clearings ... sie 2,767 2,984 3,229 
Total, London Clearings ... 32,138 35,484 37,560 
Total, Provincial Clearings ... 1,243 1,295 1,283 


The slight drop in provincial clearings is easily explained 
by the change in the Liverpool area. London clearings 
and most provincial clearings show a substantial improve- 
ment on last year. Reviewing clearings quarter by 
quarter, the third quarter of the year showed the best 
comparison with 1934, but the last quarter was also good. 
Thus the year’s returns confirm the other indications of 
improving trade. 

I 
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SINCE the New Year the main change has been the 
weakening of the dollar, which has depreciated against 
sterling from $4-93 to $5-oo#. One cause 
ane n may be the termination of the seasonal 
Saskemaee demand for dollars, but another explanation 
lies in the Supreme Court’s judgment that 
the Agricultural Adjustment Administration’s scheme for 
financing crop restriction out of processing taxes is 
unconstitutional. This judgment, it was feared, would 
lead to a break in American commodity prices, and it 
was immediately declared that one remedy for this 
might be a further devaluation of the dollar towards 
the bottom statutory limit of 50 per cent. A statement 
by President Roosevelt, though couched in perfectly 
general terms, added to these apprehensions. The result 
was that business houses as a normal precautionary 
measure have begun to move out of dollars into foreign 
currencies in anticipation of their normal commercial 
needs; while European money, which last autumn fled 
to the United States, may also have begun to return. 
No one, however, sincerely believes that the dollar will 
be devalued. This weakening of the dollar stimulated a 
recovery in the franc, and the Banque de France at once 
reduced its rediscount rate from 5 to 4 per cent. This 
change followed a previous reduction from 6 per cent. 
at the end of December. This rally in the franc, how- 
ever, proved short-lived, for M. Laval’s resignation later 
in the month was accompanied by a serious weakening 
of the franc against sterling. The British Control had to 
give continual support, and the gold purchases from the 
Banque de France must have been very heavy owing to 
the weakness of the dollar ; however, the New York-Paris 
rate remained well within the gold point, and no gold 
left France for the United States. Dealings in lire, which 
were blocked early in November, have now been resumed, 
but mainly for ‘‘ new account” lire, that is for lire 
balances originating since the block was imposed. 


THE recent silver manoeuvres of the American Adminis- 
tration are slowly becoming more explicable. Apparently 
the demonetisation of silver in China 

aoe, convinced the American Treasury that 
Market itS previous purchases of silver had 
driven the price far too high. From this, 
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it proceeded to deduce that the best remedy was for 
it to suspend purchases in London without warning, 
regardless of the fact that this would precipitate a sudden 
and severe collapse in prices. This, of course, immediately 
happened, and created considerable difficulties in both 
London and Bombay. Meanwhile the American Treasury 
has entered into a new agreement with Mexico, the 
terms of which are undisclosed, and has also been buying 
silver both in Bombay and, it is thought, direct from 
China. One consequence was that early in January the 
Bombay price rose to a premium of about 2d. per ounce 
over the London price, which had fallen to 204d., com- 
pared with 297d. immediately before the break. All 
this suggests that the American Treasury has been doing 
the right thing in the wrong way. The proper course of 
action would have been gradually to reduce purchases in 
London, so as to bring down the price slowly and to 
permit of the gradual and orderly liquidation of open 
positions. As it is, its sudden reversal of policy was 
nearly the cause of grave trouble. British, American 
and Continental banks operating in China have now 
accepted the terms offered by the Chinese Government 
for the compulsory purchase of their silver. They 
provide the exchange of notes for silver at par, plus the 
payment of a 5 per cent. premium for two years upon 
two-thirds of the amount sold. The Japanese banks 
have not yet accepted this offer. 


THE latest returns of the ten.clearing banks recorded an 
expansion in their cash from {214-3 millions in November 
December tO £220°7 millions in December. This 
Clearing movement is a little surprising in view of 
Bank the heavy Christmas currency withdrawals 
Averages by the public, but this currency began to 
return during the last week of December, and the average 
cash holdings of the banks were probably swollen by 
preparation for the end of the year. Deposits rose from 
{2,039°5 to a new high record of {£2,091-3 millions. 
Evidence of the Christmas trade activity is found in the 
increase from {46-7 to {60-7 millions in balances with 
other banks and cheques in course of collection and in 
the parallel increase from £3-5 to £53 millions in items 
in transit. Among earning assets advances have risen 
from {774-0 to £778-8 millions, while call and short 
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loans have risen from £147-3 to £159-0 millions, and 
discounts from £293-2 to £322-0 millions. Investments 
are reduced from {620-6 to {605-1 millions, but the 
reduction is confined to three or four of the ten banks. 
It appears from the last two returns that several of the 
banks have been switching out of investments and into 
bills. 


Imports have risen during December from £71-5 millions 
to £74°5 millions, and were {11-3 millions higher than a 
year ago. Raw material imports amounted 
y sence to £23°5 millions, compared with {19-7 
Trade Millions in November and {18-7 millions 
in December, 1934. British exports have 
declined from {39-4 millions in November to £34:9 
millions in December, and are £0-6 million higher than 
in December, 1934. British manufactured exports stood 
at {26-2 millions, against £29-3 millions in November, 
and {25:8 millions in December, 1934. The actual 
returns are summarised below. 
Dec., Nov., Dec., 
1934 1935 1935 
{£mill. {mill £ mill. 


Imports ... _ ine sie - 63°2 71°5 74°5 
Exports ... a ‘int re - 34°3 39°4 34°9 
Re-exports i ven iat . 3°06 4°6 5°4 
Total exports ... sh in es 44°0 40°3 


Imports for the whole year amounted to £756-9 
millions, against {731-4 millions in 1934. Raw material 
imports showed an increase of {2-3 millions over 1934, 
and imports of manufactured goods an increase of 
£13°8 millions. British exports for 1935 stood at {425-9 
millions, against £396-o millions for the previous year, 
and re-exports were valued at £55-3 millions, against 
£51-2 millions in 1934. The adverse trade balance was 
therefore {275-7 millions, against {284-2 millions a year 
ago. 
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The British Bank Balance Sheets 


MONTH ago we suggested that it would not be 
A surprising if the 1935 profits of the leading British 

banks showed some improvement over those of 
the preceding year. We based this tentative forecast 
upon the year’s expansion in total resources and more 
particularly in advances: upon the chance of further 
recoveries of sums previously applied to provision for 
bad and doubtful debts; and upon the maintenance of 
prices in the gilt-edged market. The accounts of the banks 
are now available, and they show that on the whole our 
forecast has been fulfilled. Three of the “ big five” 
banks record small improvements over last year, and 
in a fourth case there is an explanation of the reduction, 
which is apparent rather than real. 

Bank profits are to a large extent a matter of careful 
judgment. Those responsible for the management of a 
bank have to assess the quality of each individual advance, 
and the proper value to be placed on the bank’s securities 
at the date of the balance sheet. Provision for con- 
tingencies is usually made before net profits are struck, 
even if additional provision is made afterwards. Alloca- 
tions to premises, to provide for depreciation, amortisa- 
tion of leases, and also to take account of the fact that 
bank buildings in their existing form may not be readily 
saleable, also have to be estimated carefully. Finally, 
the banks have to decide how much of their profits can 
be justifiably distributed to their shareholders, and this 
raises the question of the banks’ liquidity as well as 
their actual earnings. 

In these circumstances perhaps the greatest testimony 
to the strength of the great British banks lies in the 
decision of the Midland Bank and Westminster Bank to 
celebrate their centenaries by the payment of special 
bonuses to their shareholders and staffs. Apart from 
the justice and generosity of these payments, it must be 
assumed that the boards of these banks could only have 
considered them if they thought that the resources of 
the banks were sufficient to permit of these payments 
being made with safety. Thus the fact of these payments 
makes it clear that the British banks are not only in an 
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extremely strong position, but have entirely recovered 
their temporary losses during the crisis of 1931. 

Bank profits and dividends are summarised in the 
following table, which also shows disclosed appropriations 
to contingencies :— 


ENGLISH BANKING PROFITS AND APPROPRIATION 
(000’s omitted) 





























. as Contin- Other 
Net Profits. | Dividends. gencies —_— 
ss | 
1934 | 1935 | 1934 | 1935 | 1934 | 1935 | 1934 | 1935 
£hLscAL ZIBB £2 a 
Barclays ... --. 11,708 | 1,784 | 1,614 | 1,614 Nil Nil 94 170 
Lloyds sae --» | 1,652 | 1,642 | 1,392 | 1,392 250 250 9 Nil 
Midland ... «+» | 2,292 | 2,353 | 1,767 | 1,767 270 250 255 337+ 
National Provincial | 1,644 | 1,665 | 1,422 | 1,422 Nil Nil 222 243 
Westminster --» | 1,525 | 1,403 | 1,204 | 1,204 Nil Nil 321 199 
Martins... ve 672 693 582 582 Nil Nil go III 
District... is 430 420 348 319 Nil Nil 83 IOI 
The National waa 222 221 180 180 20 20 22 21 
Williams Deacon’s 274 278 234 234 Nil Nil 40 44 





* Includes any change in undistributed profits. 

+ Includes centenary bonus to shareholders and staff. 

t Includes centenary bonus to shareholders. The staff bonus was provided 
for before striking the net profits. 

Lloyds Bank alone records a slight reduction in net 
profits. The diminution is very small, and may very 
likely be due to a conservative valuation of doubtful 
debts and securities. It must not be overlooked that 
there was a slight setback in gilt-edged security prices 
during 1935. 

The Midland Bank’s centenary bonuses cost alto- 
gether the sum of £440,000, while the allocation to 
premises was raised from £250,000 to £300,000. _Dis- 
closed provision for contingencies was reduced by £20,000, 
and undistributed profits were reduced by £404,000. 
Thus in making these centenary payments, the Midland 
Bank has felt justified in reducing its liquid reserves by 
about £400,000. 

Westminster Bank has provided for its centenary 
bonus to its staff before striking its net profits. This 
explains the apparent reduction of {£122,000 in net 
profits, and if the size of the staff bonus were known, 
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and the necessary adjustment made, it would probably 
be found that net profits showed a slight increase. The 
shareholders’ bonus cost £110,000, and is met by the 
suspension of the previous year’s allocation to premises 
account. These bonus payments have also necessitated 
a reduction of £111,000 in undistributed profits. This 
again is a testimony to the strength and liquidity of the 
bank. 

The profits for 1935 show that the banks have now 
successfully adjusted themselves to the present era of 
cheap money. Their advances are now of much better 
quality than they were a few years ago, but the present 
high level of prices in the gilt-edged market has created 
new problems for them. Still there is no doubt that most 
of their securities are greatly under-valued in their 
accounts and that ample reserves exist to take care of 
any future depreciation. 

Meanwhile total resources and advances are both 
higher than a year ago, and these increases must have 
helped their earnings. This brings us to a consideration 
of their balance sheets. 

The broad fact about the banks’ accounts is that 
during 1935 they received a net addition to their total 
cash. This improved their cash ratios and so enabled 
them to add to their earning assets, whether in the form of 
bills, securities or loans. This in turn automatically 
brought about an increase in their deposits. Thus, as 
the table on page 106 shows, the deposits of nearly all 
the British banks have risen during the year. 

To understand this sequence of events, it is necessary 
to differentiate sharply between changes in the total 
cash, earning assets and deposits of all the banks and 
changes in those of a particular bank. This point was 
dealt with very clearly by Mr. Favill Tuke at the Barclays 
Bank meeting on January 23rd. A bank cannot make 
deposits for itself simply by buying more bills or securities 
or by lending more money. [If it does so, it will certainly 
add to the total bank deposits of the country, but the 
deposits increased by its action will be mainly the 
deposits of other banks. As far as it itself is concerned, 
any addition to its earning assets will be offset mainly 
by alossof cash. Thus a bank still has to attract deposits, 
and it can only add to its earning assets at times when 











106 THE BANKER 





both new cash and deposits have just been pumped into 
it, so that its cash ratio is above the minimum deter- 
mined for it by past banking experience. 


ENGLISH BANKING LIABILITIES 


Reserves etc. etc. 


1934 | 1935 | 1934 | 1935 | 1934 | 1935 





Capital and Deposits, | Acceptances, 


£{mn. | {mn. | {mn. | {mn. | {mn. | {mn 
Barclays ... 26-1 | 26-1 | 380-1) 406-8} 7:2] 7:9 
Lloyds 24°3 | 24°3 | 373°4| 401-6] 46-2 | 31-7 
Midland ... = .» | 25°7 | 25°7 | 420°8| 443-4] 16-0 | 17°7 
National Provincial ... | 17°5 | 17°5 | 298-0] 303°4) 5-9 | 8-5 
Westminster... .-» | 18-6 | 18-6 | 306-7) 323-8] 37°4 | 22°5 
Coutts... ae we | 2°90] 2:0 | 20°7] 22:8) 0-7] 0°8 
Glyn, Mills 1-8*) r-g*} 38-1) 38-2) 1-8] 1°5 
Martins ... 7°2| 7°3 | 83-1] 87-8} 4:7] 5:7 
District ... 4°2 | 6-0] 53°3) 73°4| 5°4] 6:2 
The National 2°6 | 2:6] 37-6} 37:2) o-r| ovr 
Williams Deacon’s 2°71 2°7}1 33°9] 35°5| 2°r | 2°0 


| 
* Includes {260,000 reduction of bank premises accounts. 

Once, however, a bank is in a position to add to its 
earning assets, it is free to determine in which directions 
to extend the new credit it is able to supply. Broadly 
speaking, it can buy bills, invest in securities, or grant 
advances ; and if it has any money over, it can lend it at 
call or short notice to the discount market or the Stock 
Exchange. All these points are illustrated in the two 
following tables. 

The first table shows the increase in the banks’ cash, 
and also in their balances with other banks and cheques 
in course of collection. The latter item largely represents 
cheques awaiting clearance at the close of business on 
December 31st of each year, and so is an indication of 
the rate at which money is circulating. The increase of 
1935 Over 1934 is very apparent. 

The banks’ call and short loans, also included in this 
table, display a varying trend. In some cases this item 
is reduced, while in others it is increased. This is not 
surprising, for a bank’s call and short loans always 
represent the fluctuating margin between the available 
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resources of the bank and all the other demands upon 
them. In particular, much depends upon the proportion 
of outstanding Treasury bills being carried by the banks 
and by the discount market at the end of each year. 


ENGLISH BANKERS’ CASH AND CALL MONEY 


| 
{Cashin hand | Cheques Money at Call 
































and at Bank and and Short 
— of England | Balances Notice 

| 1934 | 1935 | 1934 | 1935 | 1934 | 1935 

£mn. | {mn. | {mn. | {mn. | {mn. | {mn. 
Barclays ... on ... | 46°8 | 52-0 | II°g | 13°3 | 25°8 | 25-6 
Lloyds... ies ... | 40°8 | 42°3 | 14°7 | 15°7 | 36°3 | 33°1 
Midland in .» | 39°I | 48°7 | 14°8 | 17-6 | 27-1 | 26°7 
National Provincial ... | 34°3 | 32°4 | 9°0| 9°6 | 20°7 | 25-6 
Westminster... ..» | 35°7 | 40°5 | I0°7 | 11-0 | 28°4 | 18-5 
Coutts... ‘is sits 21) 2:2 | o-7 | O68 | 241 2°98 
Glyn, Mills 5°7| Go| 16] 292] 82) 8-7 
Martins ... 9°7| 9°8| 3°0] 3°4] 5°5] 4°9 
District ... 7°6| 7:9 . 2°7| 4°41] 4°7 
The National 4°2 | 4°6 . ° 3°5 | 3:2 
Williams Deacon’s 3°98] 4°23 | 2:2] 2-2] Or 7°3 


* Not shown separately. 





The table on page 108 deals with the banks’ chief 
earning assets. It shows how the banks have distributed 
that portion of their resources. 

In deciding how to invest their resources, the banks 
were faced with three main facts. First, there was the 
year’s expansion of {115 millions in the Treasury bill 
tender issue. This placed fresh bills at the disposal of 
the banks, and the table shows that several of the banks 
have added appreciably to their bill portfolios. Next, 
the trade revival has now reached the point where it is 
stimulating a new demand for bank advances, and prac- 
tically all the banks have been able to take advantage 
of this. The expansion in the Midland Bank’s advances 
is particularly noticeable. Finally, most of the banks 
have added still further to their investments, the principal 
exception being the Midland Bank, which has effected 
a reduction of {7-0 millions. Probably most of the banks 
consider that their security holdings are now big enough, 
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especially as market prices fell slightly during the past 
year. Still, as Mr. Tuke pointed out at Barclays Bank 
meeting, the book value of the banks’ investments is 
to-day well below their current market value. It is quite 
possible that as Treasury bills are retired between now 
and April out of the proceeds of the recent Government 
loans, the banks will have to add again to their invest- 
ments. 


ENGLISH BANKS’ CHIEF EARNING ASSETS 


l 
| . 
Discounts Investments Advances 


| 
| 1934 | 1935 | 1934 | 1935 | 1934 | 1935 





|{mn. | {mn. | f{mn. | {mn. | {mn. | {mn. 
Barclays ... me ... | 47°6 | 60°7 [103-2 |106-I |156-0 |160°5 
Lloyds... ees one | 47° 63°4 | 97°7 |107°0 |136°3 |I4I°3 
Midland ... se ... | 64°5 | 69°3 [118-5 |III-5 [163-6 |177-0 
National Provincial ... | 39-6 | 40-0 | 88 g0°7 |II3°4 |II2-I 
Westminster... “++ | 33° 43° 97°9 |105°2 |110-6 |114°8 
Coutts... wa me I: I: 7° 8- 8-r | 85 
Glyn, Mills ase wa ee II-3 | I1*g | 11-6 | Io-o 
Martins ... wi mt a 32° 34° 30°3 | 29°5 
District ... iu ... | 6°8 21° 28- 16°5 | 25°0 
The National... sal I- 16: 15° 14°7 | 15°2 
Williams Deacon’s we 2° | 9° 9° 11-4 | 11°8 
| 
Barclays Bank has published, as an appendix to Mr. 
Tuke’s speech, a complete analysis of their advances, as 
they stood last October. This table is of such importance 
from the public point of view that it is reproduced on 
page 109. 

The biggest class of borrower is that of professional 
and private individuals. To a large extent these cus- 
tomers borrow money to finance their own businesses, 
but at times loans are raised to finance consumption, 
and so it is not true to say that the banks never grant 
loans to consumers. Most of the remaining 64:3 per cent. 
of Barclays Bank loans go to agriculture, to productive 
industry, or to commerce, that is, they are used in 
financing the production and trade of the country. 
Advances to local authorities and purely financial interests 
amount to less than ro per cent. of the total, and much 
of this money is used indirectly in financing trade. 
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BarcLAys BANK. ANALYSIS OF ADVANCES 


| Amount % to Number 


of Cus- 
£ Total tomers 








. Advances to farmers 12,341,641 . 19,423 
Advances to productive industries, ‘divided 
as follows :— 
(a) Textile Manufacturers, including | 
bleaching, printing, dyeing, etc. | 1,782,848 
(b) Clothing industries, including tailor- 
ing, dressmaking, millinery, boots and 
shoes, etc. (excluding retail establish- 
ments) .. 2,967,231 
(c) Heavy Industries (Iron ‘and Steel and 
other Metal Manufacturers, Engineers, 
Machinists, Shipbuilders, Motor Manu- | 
facturers, etc.) . ‘a aa or 7,627,971 °g 1,685 
(d) Builders (including Building Material 
Manufacturers and Public Works 
Contractors) Pre ane pi 11,585,576 . 6,662 
(e) Manufacturers of Food, Drink and 
Tobacco ... ue me oP 2,632,154 . 580 
(f) Coal-mining Industry Se . 7,763,840 ° 131 
(g) All other manufacturers and producers 4,244,074 ° 
. Advances to Merchants and Wholesalers in 
raw materials and unmanufactured food- 
stuffs is 4,014,380 
. Advances to merchants and ‘wholesalers of 
manufactured articles au bos sa 4,197,089 
. Advances to retailers — 13,509,667 
. Advances to concerns providing : services 
such as hotels, restaurants, aye houses, 
laundries, etc 3,873,119 
>. Advances to Local ‘Authorities, gas, elec- 
tricity, water, transport, harbour, dock 
and other public utility companies 
. Advances to shipping concerns 
. Advances to various financial companies, 
including insurance companies and 
brokers, trust companies, foreign banks, 
etc. 7,585,310 
. Advances to professional and priv rate indi- 
viduals oka - 55,541,288 
. Advances to entertainment companies, | 
printers, publishers, bookbinders, news- | 
papers, clubs, societies, churches, hospi- 
tals, schools, etc. ... ‘ina ‘ns spa 7,176,454 
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£155,437,469 | 


Number of Customers having Advances— 
up to £1,000 oes see 
over {£1,000 and up to £5,000 

“A £5,000 ‘ £10,000 

» £10,000 - £50,000 

£50,000 im £100,000 

»» £100,000 ‘i £500,000 
over £500,000 


Average Advance 
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The analysis also shows that the bulk of the money is 
lent to small borrowers. The average advance is only 
£774, and 88 per cent. of the number of loans granted 
are for {1,000 or less. The table not only shows which 
classes of the community are borrowing most money, 
it also shows how the leading British banks are distribut- 
ing credit just where it is most needed, and with full 
regard for the claims of the small borrower. 

The Discount Companies experienced a better year 
in 1935, and in two cases net profits show an increase 
over those of 1934. The reduction in Alexanders’ net 
profits arises from special causes. This company brings 
into its profit and loss account certain profits which are 
fortuitous in character and which are properly regarded 
as non-recurrent. The exact nature of these profits is 
not disclosed, but they may arise from the purchase and 
sale of securities. These profits are rightly not regarded 
as available for distribution, and during the last two 
years they have been mainly allocated to investment 
reserve account. In 1934, £200,000 was allocated in this 
way, and in 1935 the appropriation was reduced to 
£100,000. The net profits shown in the table is the 
result arrived at after making this special appropriation, 
but the drop in these extraneous profits was apparently 
rather greater than £100,000, and so net profits show a 
slight decline. It is probable that this company’s net 
earnings from its bill portfolio increased slightly, and 
that as we suggest, the drop in total profits is due to this 
special cause. 


Profits* Deposits | Investments | Billsft 





1934 | 1935 | 1934 | 1935 ks nc 1934 | 1935 | 1934 | 1935 
| 


{thou.| {thou.| {mn. | {mn. | {mn. = £{mn. | {mn. 
Alexanders| 204 185 | 23°5 | 23°7 | 12°6 | 12-9 | 12-0 | 12-1 
National 161 179 | 43°3 | 49°2 | 8-7] 8-7 | 35°6| 41°60 
Union ... | 231 | 234 56°5 | 65-9 | 14:2 | 16-2 | 43°0 | 47°8 
| | 
* Excluding rebate on bills not yet due. 
+ Includes bills rediscounted. 


Whereas in 1934 bills could only be carried against 
clearing bank loans at a loss, in 1935 it was possible to 
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earn a small profit. This was due to the reduction from 
1 to 4 per cent. in November, 1934, in the clearing banks’ 
rate for loans against bills eligible for discount at the 
Bank of England, and to their decision the following 
February not to buy bills at less than } per cent. Once 
it became remunerative to hold bills, the Discount 
Companies felt justified in adding to their portfolios, 
and two of the three companies record substantial 
expansions during 1935. Rediscounts are also appreci- 
ably higher in the case of these two companies. As 
rediscounts relate to bills disposed of by the Companies 
before maturity and still outstanding at the end of the 
year, the expansion in this item points to a bigger turnover 
of bills. In short, the Discount Companies are doing 
more active business upon more remunerative terms. 

The latest accounts of the leading Scottish banks are 
also encouraging. Each bank makes up its accounts to a 
different date, and in some cases the accounts are nearly 
a year old. It is thus impossible to give a clear-cut 
picture of Scottish banking. The salient features of the 
accounts are summarised below :— 


SCOTTISH BANKING RESULTS 












































Discounts 
Profits Deposits Cash and 
Advances 
| oe 

1934 | 1935 | 1934 | 1935 | 1934 | 1935 | 1934 | 1935 

d | ‘ 

{thou.| {thou. {mn. | £mn. | £mn. | {mn. | {mn. | {mn. 

Bank of Scotland 307 | 311 | 35°5 | 36°7 5°4 4°9 | I2°r | 12°7 

(To Feb. 28) | 

British Linen Bank | 273 | 286 | 30°8 | 30-4 8-2 8-5 8-9 9°3 
(To Jan. 15) | 

Clydesdale Bank ... | 310 | 312 | 31°5 | 34°5 5°3 6-4 | 12-9 | 13-0 
(To Dec. 31) 

Commercial Bank... | 379 | 397 | 38-9 | 40°8| 6:4] 6°71] 15-4 | 144 
(To Oct. 31) } | 

National Bank | 272 | 270] 35°7| 35:2] 5:0] 4:8 | 13-0 | 11-9 
(To Dec. 20) } | | 

North of Scotland | 255 | 260 24°6 | 29°2 4°90 | 3°9 7°9 9°6 
(To Dec. 31) } | | | 

Royal Bank .. | 621 | 629 | 58-9 | 64:0] 6:2] 6-8 | 25-6] 26-4 
(To mid. Oct.) | 

Union Bank | 311 313 | 28-6 | 29:9] 6-6 7°O 9°9 9°5 
(To April 2) | | 

| 
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Profits in almost every case are higher, and a cursory 
inspection of the table suggests that this is largely due to 
the expansion in the banks’ resources. At the same time 
the demand for banking accommodation in the form of 
discounts and advances has apparently varied, for some 
of the banks have recorded decreases instead of increases. 
This is probably a matter of chance, as trade conditions 
vary between different areas. There is no doubt that 
like their English colleagues, the Scottish banks continue 
to occupy a strong and liquid position. 

This concludes our survey of the bank balance sheets 
and profit and loss accounts for the year ended December 
31, 1935. They bring to light three fundamental facts. 
The first is that the banks have adjusted themselves to 
the present era of cheap money, and are able to earn 
reasonable profits. Next they show that the interests of 
their depositors are well guarded, for in every case the 
latest balance sheet reveals a thoroughly sound and 
liquid position. Finally, the banks have proved that 
private enterprise is fully able to carry out the important 
task of distributing the available supply of credit just 
where it is needed. There is no evidence that a national- 
ised banking system could do this work any better, or 
even as well as it is now being done by the British joint- 
stock and private banks. 


The Quality of Bank Deposits 


By Arthur Barber 


CONOMIC theory regarding bank deposits has 
E been concentrated more upon their quantity than 
upon their monetary quality, but both aspects 
deserve analysis by bankers and currency theorists. 
Published statistics for the nine clearing Banks 
reveal a rise in volume of about 20 per cent. since the 
collapse of the gold standard, or rather the low level 
to which they dropped subsequently in the spring of 1932. 
Early in the period the rise was accompanied by a sharp 
fall in advances. After some recovery early in 1934 the 
average weekly balance in November last was £774 million, 
compared with a monthly average of £889 million for 
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the first quarter of 1932, although the advance in deposits 
was from £1,646 million to £1,998 million. 

This entailed a still larger compensating rise in other 
forms of earning assets, and thus discounts and invest- 
ments together rose from £485 million to £905 million. 

A view has been gaining favour over the course of 
the last fifteen years that deliberate action might be 
taken by the banks generally, in addition to that of the 
central banks, to control the price level by means of 
expanding or contracting the quantity of bank money. 
According to this view the internal price level is deter- 
mined mainly by the amount of credit the banks create. 
Were money supply by means of credit control to be 
manipulated scientifically, the banks would sweeten the 
harmonies and direct the rhythms of prices, even, so it 
has been claimed, to the extent of suppressing the 
business cycle. Bankers may inquire whether the force 
of criticism of alleged misuse of the conductor’s baton 
is not diminished by serious difference of opinion as to 
the correct tempo of the score. Some recognised mone- 
tary experts would like to see banking initiative concen- 
trated upon sustaining prices, while others advocate 
that it should be used deliberately to vary them. 

There must be few practical bankers who are so far 
conscious of their power that they would look for approval 
because the price level has been relatively stable through- 
out the recent period of credit expansion, though many 
might well suspect that had a marked rise in prices occurred 
in the last few years, it would have been attributed to 
the growth of deposits, as though that were the same 
thing as saying that the amount of money in circulation 
has increased. 

In attempting an analysis within the scope of an 
article, the writer contends that whether the measure of 
control the banks possess over the amount of “ bank 
money ’’ be large or small, the monetary significance of 
fluctuation in its volume is conditioned by the quality 
as well as by the quantity of deposits, and that in conse- 
quence of this, the influence of the commercial banks 
so far as currency regulation is concerned is almost 
negligible. 

As to quantity, the increase over the recent years has 
been rendered technically feasible by the growth of the 
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monetary gold reserves available for the purpose of the 
central banks which they have used for enlarging currency 
issues here and abroad. In most foreign countries 
expansion of the cash basis facilitated recovery from a 
heavy decline in the preceding period after the American 
crisis of 1929, while here the recent period has been that 
of the operation of the ‘“‘ cheap money ”’ policy of the 
Government, in which the prices of securities have risen 
enormously, and notes in circulation have increased 
by I1 per cent. 

When to such conditions are added those of extreme 
political and economic uncertainty, many investors tend 
to maintain an unusually large proportion of their 
resources in money “at call’’ or “‘ at short notice”’ at 
the banks, either by accumulating rather than investing, 
or by selling out their securities in anticipation of a fall. 
Flight from foreign currencies from time to time which 
results in the acquisition of sterling balances or short- 
term securities by investors abroad, although they do not 
directly increase the volume of deposits—a point which 
sometimes puzzles the lay mind—exercise in all proba- 
bility the same effect indirectly through the offsetting 
operations of the Exchange Equalisation Fund. 

A further cause which has also helped to account 
for an increase in the banks’ investment holdings from 
£266 million to £621 million, and one perhaps more 
powerful, is that since the time of its recovery later in 
1932, trade has been financed largely by the sale of 
securities rather than by bank advances. 

Such influences coupled with a consequently small 
demand for suitable loans and rates, unprofitably low 
in relation to expenses, ruling on other assets available 
for banking resources, have compelled the banks to 
reduce their cash ratio from 10-5 per cent. to 10-1 per 
cent.—close to a recent conventional low limit of ro per 
cent. by enlarging their holdings of Treasury bills and 
Government securities. 

Now it is only a proportion of this expansion which 
can have effected any quantitive influence upon monetary 
mechanism. In so far as the rise in bank credit is due 
to traders having borrowed or turned their investments 
into bank cash to finance new enterprise, there will have 
been an increase in the amount of deposit currency made 
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he available to pay for material and to pay salaries and wages 
cy —and not only that, but in its relative or resulting 
les velocity of circulation—while on the other hand there 
a are obvious limitations to the monetary effect of the 
‘an volition of owners of capital to maintain an increased 
iat proportion of their property temporarily in the shape 
he of a bank balance. 
en Clearly it is only that proportion of a customer’s 
ed deposit upon which he draws and so turns into money 
within a given period, which functions as currency. 
me Although funds available upon a drawing account are 
nd liable to withdrawal “‘ at call’’ 7m toto, and the banker 
er must provide accordingly, a minimum balance retained 
at intact over a period is nothing but a form of capital 
ng, from the customer’s point of view only—for it is a liability 
all. from the banker’s—and it is outside the volume of money 
ich in circulation. Indeed a large and indeterminable pro- 
rt- portion of credit balances with the banks might well be 
ot described as money on the margin of circulation. 
ich Apart from minimum balances on the average drawing 
ba- account, reference has been made to a type of deposit 
Ing still less within the monetary ambit of the Quantity 
Theory—that occasioned by an investor who desires to 
int offset an anticipated movement in the price of securities 
om or commodities. Allusion has been made to a form of 
ore bear transaction of a speculator whose selling involves 
In a sale of Government securities, whether by himself or 
of someone else, and who maintains a bank deposit tempo- 
rarily while awaiting a market set-back. If in this 
all process the banks absorb corresponding Government secu- 
ow tities, and liquidate them when he and other speculators 
ble repurchase stocks, the monetary effect of the deposit is 
to merely contingent—the contingency being that the 
per depositor may change his plans by ceasing to treat all 
per or a part of this property as capital, and spending it, or 
ind else by laying it out as capital in some new form of enter- 
prise. (To the late Professor Edwin Cannan is due the 
ich use of the word property in this connexion.) If the 
ary depositor carries out his intention, he is attempting in 
lue effect a form of insurance which involves a temporary 
nts shifting over of securities to the banks. 
uve On the reverse side, when market conditions prevail 
ide which induce people to buy securities with money 
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borrowed from the banks in the hopes of a bull profit, 
deposits are increased on the accounts of sellers who for 
the time being may not spend or reinvest completely. 
If ultimately they reinvest, their increased balances will 
be of the non-monetary type. 

It should not be necessary to elaborate the reasons why 
when non-monetary deposits are generated by movements 
in already-invested capital, their volume tends to be 
greater when these result in the banks increasing their 
investment holdings than they are when they give rise 
to loans, and in practice it will be found that this dis- 
crepancy is compensated for when the market is bullish 
by the demand which springs up for the class of loan 
that is required for the financing of new enterprise. 
It is these that are of a highly monetary type. Generally 
they increase when prices rise and decline when they fall. 
They grow in response to the demands of trade. As has 
already been shown, the highly monetary type of deposit 
may be increased at times with a concomitant increase 
of bank investments as well as with that of trade advances. 

It may now be suggested that there are broadly three 
types of deposit, which vary in their monetary effect :— 

No. I is the credit balance on the normal drawing 
account. 

No. 2 is the deposit “ created ” for the purpose of 
trade, new enterprise or expenditure generally. 

No. 3 is that “ created” consciously or uncon- 
sciously by the banks for the accommodation of 
capital transactions in existing securities as distinct 
from investment in new enterprise. 

A “ created ’’ deposit may be described as one which 
arises either from an invisible exchange of assets for 
bank credit between the public and the banks, which will 
occur when the public exchanges its investments for 
deposits, and causes the banks to increase their holdings; 
or one which will occur through exchange of credit 
between the public and the banks, as with the granting 
of loans. 

We will now take x as representing the cash basis of 
the banking system, and y as the number of times by 
which it must be multiplied to produce a result equal 
to the volume of deposits at any given time. 
Banking custom places a limit on y. According to 
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it recent practice it should not exceed 10. It has been 
“i suggested by some authorities that the limitation of y 
as a determinant of the maximum volume of bank credit 
¥ is equivalent to limiting the volume of currency. 
This seems to be a fallacy since the No. 2 type of deposit 
which generates currency rises and falls in inverse ratio 


ny to the No. 3 type, and in practice never increases to a 
ts point which jeopardises the minimum cash ratio. 


Thus x . y = the total of bank deposits. 

mat Now let a be the balances (under all three categories) 
a which in a given period become deposit currency by 
rae being drawn upon by cheque, or otherwise circulated in 
payment for goods and services, and 0 be the unspent 
wes balance of deposits within the same period which 
llv fluctuates only in relation to capital movements and is 
if sterile as currency. 

Thena+6b=%x.y. Consequently a = (x.y) — 0b. 


an 


“ From this it is seen that the volume of deposit 
om currency depends upon three variable factors, and not 
~ only the extent of the cash base and the size of the credit 
nn structure which rests upon it. The third factor, 3, is 
a the money volume of property which the public elects 
ing to hold in the shape of credit balances as capital rather 
than for expenditure. 
val Since the commercial banks have no control over the 
cash base %, we may examine how far they are able to 
wi affect a (which we now regard as money), by their power 
of to control b and y. 
net Now x = a shows that there must be Jess of a 
‘ich (y being constant) the more there is of 6; also (b being 
for constant) the /ess there is of y. Potential control is 
will over 6 and y. 
for But over 6 the banks’ control is limited to their power 
gs; to decline or call in advances or to make investments 
adit which lead to 6 deposits. Their power to increase non- 
ing monetary deposits is limited to the demand for them, 
and this evaporates automatically at times when com- 
; of mercial loans increase a deposits. 
by Effective control then is limited to y. 
ual Subject to y being less than, say, 10, they may be 
able to initiate its increase by buying more investments, 
- to or its reduction (in other words an increase of the cash 
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ratio) by selling or calling in advances. Investment 
control operates only because according to normal expe- 
rience sellers’ proceeds swell deposits and buyers’ payments 
deplete them. 

The banks’ efforts to increase advances and bills or 
to diminish them succeed according to the extent to which 
eligible borrowing can be attracted or discouraged by 
interest and discount rates. 

We now come to the point that the amount of deposit 
currency depends actually upon the kind of use which the 
public makes of bank credit. This may be illustrated 
by presenting the equation in the following form, the 
suffixes indicating the category of deposit as defined on 
page 116 :— 

(a + 6), + (@+ 4), + (a+ b)3=%.¥. 

For instance, in the case of (a + b),, the volume of a 
will depend upon how much is being spent upon con- 
sumption goods or laid out in new investments by the 
average bank customer at any time, or how much in the 
shape of 6, whether at call as a minimum bank balance 
or at notice of withdrawal, is being ‘‘ hoarded.”’ 

Category (a + b), will probably contain a maximum 
of a. The unspent 6 will depend largely upon how much 
salary recipients desire, and are able, to retain as savings 
in the form of money on current account. 

On the contrary, in the case of (a + b),, the proportion 
of b willbe high. Were all capital transactions optimisti- 
cally embarked upon with the object of maintaining 
capital—at all events in monetary form—to attain that 
object, b might be Ioo per cent., or nearly so, but a will 
creep in as incidental expenses, such as Stock Exchange 
commission, &c., even if it does not appear more boldly 
as capital liquidated for the purpose of expenditure. 

Precision as to currency tendency is obviously im- 
possible, but general tendencies are clear certainly in 
the salient distinction between (a+ 6), and (a+ ))s, 
for it may be assumed that if conditions favour a larger 
volume of Category 2 than of Category 3, the volume 
of a throughout the banking system will be higher, and 
vice versa it will be lower, and its increase or decrease 
will effect a relative velocity of circulation. 

As to measuring the velocity of deposit currency 
circulation, it may be suggested that clearing statistics 
provide some indication, but a moment’s reflection will 
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ent now show that this cannot be so owing to the inclusion 
pe- of b movements—those of non-monetary balances which 
nts are accelerated at a time of Stock Exchange activity— 
since for the most part they do not represent new capital 
or disbursements, and to that extent are not payments for 
Lich goods and services. 
by Were it possible to estimate a correct deduction of 6 
balances from total deposits, and of b movements from 
osit clearing figures, some useful light would be shed upon 
the the MV side of the famous Irving Fisher equation so far 
ted as bank money is concerned. Even so we should have 
the to allow for numerous transactions which do not pass 
on through the “ clearing.” 


Generally, however, it may be said that when trade 
becomes active, the banking system responds, not only 


of a by financing it directly or indirectly, but in a manner 
On- which gives rise automatically to an increase in currency 
the circulation. The additional deposit currency arising from 
the Category 2 tends to percolate into Category 1, but 
nce unfortunately it would appear that when purchasing 
power begins to show a decline at the end of a trade cycle, 
1um the means available to banks for swelling the volume 
uch of currency—assuming that it is desirable to do so—are 
ings confined inadequately to Category 3, and if it be granted 
that the price level depends upon the amount of money 
tion in circulation, there is no reflationary course open to the 
‘isti- banks to maintain it other than a reduction of rates 
ning designed to attract unrequired loans for further production. 
that When the banks respond, as far as they are able to do, 
will to an increase in the cash base by adding to their earning 
ange assets, the extent mainly by which money is increased 
idly must be traced to the extent to which it is called for by 
-e. needs to be satisfied and by industry to satisfy them. 
im- _ An analysis has been attempted of the factors which 
y in influence commercial bank credit, and of its influence 
- b)s, in turn upon the monetary mechanism. Subject to this 
irger limitation the conclusions lend support to a somewhat 
lume unfashionable theory regarding currency. This may 
and perhaps best be summed up in the following quotation 
rease from the work of an eminent French economist, Professor 
Jean Lescure, “‘ Les Crises Générales et Périodiques de 
ency Surproduction.” 
'stics “Money and its movements are effect, not cause. 


It is the rise of prices that provokes the extension 
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of the circulation and not the contrary. It is the 
fall of prices, the crisis and depression that provokes 
its contraction.” 


Must Gilt-Edged Fall? 
By Douglas Jay 


S the long-term interest rate now beginning to rise? 
I There is no question which affects the City more 
vitally. Not only does the future of the housing boom, 
and of industrial recovery generally, depend very 
largely on the course of interest rates; but there is 
scarcely a single important financial institution which 
does not hold Government securities in substantial volume. 
The fall in the value of these securities, which would be 
implied in a rise in interest rates, would inevitably raise 
serious problems for the management of banks, insurance 
companies, investment trusts and so forth. This is true 
even though these institutions hold sufficient reserves to 
take care of any depreciation in their present holdings; 
for they must also look to the future. Indeed the whole 
of their investment policy must at the moment be largely 
determined by the view taken on the future of interest 
rates. 

It seems now to be widely assumed that a rise in 
interest rates is both inevitable and likely to begin soon. 
This belief is largely based on the general experience of 
the past. In the downswing of the trade cycle, the 
orthodox argument runs, the demand for savings by 
business men falls off; the banks cannot find credit- 
worthy borrowers; they are consequently compelled to 
invest in gilt-edged securities; and so the price of gilt- 
edged rises and the rate of interest falls. Simultaneously 
the fall in dividends on ordinary shares forces the in- 
vesting public to buy gilt-edged stocks; and this rein- 
forces the movement. When recovery begins, however, 
the banks begin to experience a new business demand 
for advances and overdrafts ; they consequently sell some 
of their gilt-edged holdings; dividends meanwhile begin 
to recover and the public to sell gilt-edged and buy 
ordinary shares; and so the inevitable result is a fall 
in gilt-edged prices—a rise in interest rates, in fact, 
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ultimately caused by the expanding demand of business 
for savings. This process, it is argued, has now begun. 
Recovery has gone far; bank advances are expanding 
and dividends reviving. Therefore the rate of interest 
must rise. In conclusion it is usual to illustrate the 
argument with a chart showing the course of gilt-edged 
prices between 1880 and 1900. 

This whole thesis, it will be noticed, is entirely con- 
cerned with changes in the demand formoney. The supply 
is assumed to remain constant. Yet the supply must 
affect the rate of interest as powerfully as the demand. 
How far does this invalidate the above argument, on 
which so many important calculations are being based ? 
Even supposing that the present “ go-slow’”’ regulation 
of municipal conversions were relaxed, that industrial 
concerns were allowed to borrow freely, and that the 
embargo on foreign loans were removed, must interest 
rates immediately and substantially rise? 

The easiest way to throw light on this question is 
to examine the experience of the last four years. Was 
the fall in interest rates of 1931-34 mainly due to a 
decrease in the demand for money or an increase in the 
supply? The fall actually began in November 1931 and 
lasted until December, 1934; during which period the 
yield on 2} per cent. consols fell from about 4? to about 
2% per cent. It is quite impossible to argue that 
during this period the commercial demand for money 
was falling. The whole period was one of fairly steady 
industrial recovery. To some extent, no doubt, there 
was a tendency for the repayment of bank advances, in 
the first stages of recovery; and the total advances of 
the clearing banks actually fell between November, 1931, 
and November, 1933, from £900,000,000 to £737,000,000. 
But compared with this fall of {£160,000,000, the 
banks’ investments rose during the same period by 
£270,000,000. And between November, 1933, and Novem- 
ber, 1934, there was a further rise of £20,000,000 in the 
banks’ investments although advances simultaneously 
tose. Clearly therefore, quite apart from the falling off 
in bank loans, there was some other factor operating 
to push the rate of interest down. 

Some part of the initial recovery of gilt-edged 
at the end of 1931 was doubtless due to a revival of 
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investors’ “‘ confidence ’’ caused by the departure from the 
gold standard and the appearance of the National Govern- 
ment. But too much weight must not be given to this 
factor, except in the short run. Investors may sell 
their gilt-edged holdings owing to lack of “ confidence,” 
and put the money on current or deposit account in the 
banks. But if they do this, the banks will be bound 
before long themselves to buy gilt-edged once more. 
Neither a long-term rise nor a long-term fall in gilt- 
edged prices can therefore be explained by vacillations 
in the “‘ confidence’ of investors. 

The immediate cause of the fall in interest rates 
between November, 1931, and November, 1935, was the 
rise in the clearing banks’ investments from £300,000,000 
to 621,000,000. What, in turn, was the real cause of this? 
It was not preponderantly, as we have seen, the fall in 
bank advances. And examination of the banks’ balance 
sheets shows that the determining factor was the rise in 
the banks’ cash reserve. Since the banks endeavour to 
keep this reserve at approximately Io per cent. of their 
total assets, they are compelled, if their reserve rises and 
the demand for advances 1s not rising proportionately, to 
expand their investments in gilt-edged. This is what 
has happened in the last four years. The clearing banks’ 
cash reserve rose from {173,000,000 in November, 1931, 
to £214,000,000 in November, 1935. Total deposits rose 
simultaneously from £1,706,000,000 to £2,039,000,000, 
and investments from £300,000,000 to £621,000,000. 

The originating cause of the rise in the banks’ cash 
reserves was the expansion in two of the assets of the Bank 
of England. These assets were gold and Government 
securities. Gold increased from {121,000,000 in November, 
1931, to £198,000,000 in November, 1935, and Government 
securities from {£57,000,000 to {£85,000,000. The in- 
crease in the gold reserve was, of course, due to the 
abandonment of the gold standard, the correction of the 
overvaluation of sterling, and the consequent disappear- 
ance of the pressure on the exchanges and balance of 
payments. The expansion in Government securities, on 
the other hand, must be presumed to have been due to a 
deliberate decision by the Treasury to take advantage 
of our freedom from gold to execute a cheap money policy 
by means of conversions and plentiful credit. 
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The fall in interest rates has therefore been mainly 
due to an increase in the supply of money resulting 
from the departure from the gold standard on the one 
hand, and the deliberate policy of the Treasury on the other 
hand. There is accordingly no reason why in the future 
the supply should not bestill further increased, if necessary, 
part passu with the demand. It is true that the over- 
valuation of sterling, having been corrected once, cannot be 
corrected again; and the devaluation of the gold bloc cur- 
rencies in the next few months may put some temporary 
pressure on sterling. But this is not likely to be so impor- 
tant as some people think. In the first place a 30 per 
cent. devaluation by the gold bloc countries, now 
probable, added to the huge monetary reserves available 
in the United States, would facilitate an easing of the 
world credit situation which would very soon alleviate 
any temporary stringency here. Secondly, full advantage 
has not yet been taken of our own gold reserves. A 
revaluation at the market price of the Bank’s present 
visible gold holding would raise it to at least £300,000,000. 
And, more simple still, some of the large gold stocks now 
believed to be held by the Exchange Equalisation Account 
both at home and abroad, could be transferred to the 
Bank. A gold reserve of £350,000,000 in the Bank would 
enable an expansion of credit to be made sufficient to 
meet any business demands for a long time without 
forcing up interest rates. And if it were thought im- 
prudent to bring all our gold thus into the light of day, 
rather than to keep some of it as a hidden reserve, against 
future flights of capital, there would remain the obvious 
expedient of a further purchase of Government securities 
by the Bank. This in itself would directly support gilt- 
edged prices. 

It is clear therefore that, unless the monetary 
authorities wish it, no rise in interest rates need result 
for a considerable time from the increasing business 
demand for capital that is now evident. But will the 
authorities wish it? That is, of course, another question. 
Most economists would agree that cheap money should be 
continued up to the point—as has been done in Sweden 
and South Africa—where no abnormal unemployment re- 
mains. It may be that the Treasury will not take this 
view. But it has at any rate shown itself refreshingly 
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free in the last three years from the more rigorous gold 
standard dogmas, and it may be willing to show the 
courage of its convictions a little longer. Moreover, the 
Government is not likely to be exactly anxious to face 
the increasing unemployment that a rise in interest rates 
would almost certainly provoke before long. On the 
whole it seems a reasonably safe guess that Mr. Chamber- 
lain will compromise. He will allow some further 
monetary expansion, but not quite enough to keep pace 
with the increasing demand for savings. This might 
not be very logical; but it would be in accordance with 
English traditions. And the outward and visible sign 
would be some rise in interest rates, but not nearly so 
substantial a one as many persons now expect. 


Insurance and the State 
By D. E. W. Gibb 
[: IgII, twenty-five years ago, Mr. Lloyd George, in 


the face of intense opposition, pushed through Parlia- 

ment the National Health Act. That Act, as those 
of us who are over 40 remember, was denounced by many 
different people—by great hostesses, by employers of 
labour, by Mr. Hilaire Belloc and, above all, by the 
doctors. In the result the hostesses and the employers 
seem to have suffered little, if at all; Mr. Belloc is still 
with us; and many of the doctors have found in the Act 
a new charter which has increased their income and 
raised the goodwill of their practices to a figure never 
contemplated before Mr. Lloyd George’s blow fell upon 
them. But one industry which did not join in the chorus 
of disapproval and dismay, which did not complain that 
it was being socialised or cry aloud that this was the 
beginning of the end, which did not, in fact, believe that 
its future was being affected by the new legislation, can 
look back now over those twenty-five years and say: 
‘““ There began for us a new era in which great changes 
have come over us and the end is not yet.”” That industry 
is insurance, which has been, though many men engaged 
in insurance do not realise it, profoundly affected by the 
great experiment of 1911 and is likely to be still more 
profoundly influenced in the future. 
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What was it that Mr. Lloyd George’s Act did? It did 
this. It showed to the politician, to the administrator, 
and to the social student that the clue to many of the 
reforms after which they were groping lay in insurance 
and that it was possible by setting up the right kind of 
organisation to provide the working classes, through 
insurance, with a security that had hitherto been thought 
to lie far outside their reasonable ambitions. Lord Morley 
at that time described insurance as the golden chain that 
binds together all the classes of the State, and if one 
who is engaged in the daily bustle and bickering of the 
insurance market is inclined to smile at the magnificence 
of the phrase, there is enough of truth in it to make the 
possibilities of insurance very attractive to the social 
reformer. But the Act did something more than teach 
an abstract lesson in social values. It showed that if the 
voluntary organisations were tackled aright they could 
be made to do the State’s work for it, to create and 
having created to keep in running the machinery needed 
for great schemes of social insurance and reform. When 
Mr. Lloyd George adopted the idea of the approved 
societies he married the enterprise of individualism to 
his enthusiasm for social change and proved to the world 
that a programme laid down by Government for national 
purposes might be successfully carried to its appointed 
end by institutions not connected with the Civil Service. 
It was discovered that private insurance concerns could 
be harnessed to the work of the Government. 

Then came the war with its thousand and one com- 
mercial problems. Among the earliest of these problems 
to emerge was the insurance of our shipping against war 
risks, and here the Government successfully, though not 
profitably, made use of the brains of marine underwriters 
to organise and manage a war risks office which would be 
ready, no matter what the risk, to give cover for our sea- 
borne trade. After that came the peril of the Zeppelin 
and the aeroplane, and something must be done to 
provide insurance against these new risks. Lloyd’s 
underwriters were in the market, but there were not 
enough of them to cover the whole of the property that 
had to be insured, and the Insurance Offices, thinking 
the risk too difficult to assess, preferred not to give cover 
against a rain of bombs from the sky. Again the Govern- 
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ment stepped in, and again it used for a national purpose 
the machinery of the individualistic trader. It arranged 
with the offices that they should, for the purpose of 
aircraft insurance, act as agents of the Government and 
put at the disposal of the State the machinery which 
they had in times of peace built up for ordinary profit- 
making purposes. Once again the Government and the 
insurance industry were in partnership and the social 
value of the insurance organisation was demonstrated 
afresh. 

After the war came the unemployment insurance—a 
task too big for the private concerns to undertake, and 
this time the Government, which now knew a good deal 
more about insurance than it had known twenty years 
before, carried itself both the burden of the finance and 
the burden of the organisation. The British Government 
had become an underwriter and was writing a very big 
and a very difficult account. 

But the Government had not finished with the 
insurance interests. Labour was restless. Socialism was 
on the increase. The demand for greater security was 
insistent. The Labour party, which had been coming 
to believe more and more generally that labour interests 
were closely affected by the attitude of insurance com- 
panies, was calling for nationalisation; and in 1923 the 
Government took two more steps along the path which it 
had been treading since Ig1I. It promoted and passed 
through Parliament the Industrial Assurance Act of 
1923, and it made an arrangement with the Accident 
Officers Association to limit the profits that the Tariff 
Offices would in future draw from their Workmen’s 
Compensation Departments. 

The Industrial Assurance Act was remarkable in 
several ways. It restricted for the first time the century- 
old doctrine of uberrimma fides which entitles an insurer 
to void a policy on the ground of a mis-statement or 
concealment of material fact, enacting that in future 
an industrial life policy could be voided only if the 
mis-statement or concealment involved fraud. It .deter- 
mined the rights of the company to forfeit; it fixed the 
rights of the insured to paid-up policies and surrender 
values, and it supplied the rules by which these values 
were to be ascertained. To call these changes revolu- 
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tionary may be an overstatement, but they were of great 
significance for they laid down the principle that as 
between a working-class policy holder and a great insur- 
ance office the old idea of free bargaining must be 
abandoned. 

By the arrangement with the Accident Offices Asso- 
ciation it was agreed that for the future at least 65 per 
cent. of the total premiums must go back to the employers 
and the workmen either in the form of compensation or in 
returned premiums, and for the past decade the offices 
have been working on the principle that they are trustees 
for the social welfare of the community, taking for their 
running expenses and their profit not more than 35 per 
cent. of whatever they may receive in premiums. 

Then came the Road Traffic Act of 1930, which, for 
the first time, made insurance compulsory by driving 
the uninsured motorist off the road. That the change 
was necessary few will dispute. That the full implications 
of the change have been recognised by the insurance 
industry itself seems doubtful. What the Government 
said in effect was this : “‘ We can no longer allow dangerous 
machines to be driven up and down the highways bringing 
danger, injury and death to pedestrians unless we are 
satisfied that the pedestrians will receive compensation 
for what they suffer. We prefer not to set up an organisa- 
tion of our own, but choose rather to use the existing 
machinery of accident insurance, allowing it to fit into 
our schemes for the protection of the common citizens.” 
The plan was not without its flaws, for it depended on 
the interpretation of a commercial document, and before 
many years had gone another Act had to be passed 
making further breaches in the doctrine of uberrimma fides ; 
and now, by the Road Traffic Act of 1934, an insurer 
who wishes, in a personal third-party claim, to plead 
concealment or misrepresentation, must start a separate 
action as plaintiff instead of putting the plea in as one 
of the ordinary items of his defence. That marks another 
stage in the restriction of the insurance company’s 
freedom in the interests of a fuller service to the com- 
munity. 

Again, in 1934, an Act was passed applying the 
system of compulsory insurance to the coal mining 
industry and making it an offence for a coal mine to 
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work without first having covered its liability for work- 
men’s compensation. As a motorist must insure his 
third-party risk and carry a certificate of insurance with 
him, so a coal mine must insure its workmen’s liability 
and exhibit at the mine a certificate of insurance, the 
penalty for a breach of the law being the handsome sum 
of {100 a day. Once more has the insurance industry 
been called on by Parliament to play its part in the social 
service and to protect the interests of the labouring classes. 

Except for the insurance against unemployment the 
Government has not at a single point in its dealings 
with insurance taken the burden on to its own 
shoulders; but he must be blind, indeed, who does not 
see in what has happened during this quarter-century, 
in the increasing pre-occupation of Government depart- 
ments with the value of insurance and in the closer 
supervision that they are constantly exercising over the 
insurance offices and underwriters a radical, almost a 
revolutionary, change in the status of the insurance 
industry. Its importance is not less highly appreciated, 
nor its service less warmly valued. But it has been told, 
and told unmistakably, that where it touches the fortunes 
of the common people, where the safety of the labouring 
man and the wayfaring man is affected by what the 
industry does or omits to do, the industry must regard 
itself as a trustee or as a partner with the State. The 
older departments of the composite offices, fire, ordinary 
life and marine, attract, at present, but little of the 
interest of the legislator and the administrator, but the 
young and vigorous accident departments which are 
most closely concerned with the social side of insurance 
interest them very deeply, for it is on them or on what 
substitute may be found for them that many of the future 
laws of England will rely. 

The possibilities of such a situation are obvious 
enough. With the school of /aisser faire in politics for 
good or ill wiped out ; with the Liberal party as a practical 
organ of government extinct; and with no alternative 
Government in view, except such as would be formed by 
a party of convinced Socialists, it would be idle to pretend 
that an individualist industry, placed as accident insur- 
ance is to-day, is placed comfortably. Much may depend 
on the attitude of those who are responsible for its 
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management, on whether they recognise fully the change 
that has taken place in their position and in the directness 
of the service that they are called on to give to the com- 
munity. The value of their service has never, by reason- 
able men, been doubted, but until the last forty years it 
was rendered in the main to men of means and position 
well able to look after their own interests. Now it is 
rendered to the working classes, to the unknown third- 
party, to great sections of the community which have 
no say in the contract of insurance, but are most deeply 
concerned in it. It is essential that that service shall be 
adequately discharged. 

It may perhaps seem unnecessary to emphasise this 
point, but unhappily there are men in the industry who 
seem not to have realised the new burden of responsibility 
that lies on them and cannot get away from the old 
idea of an insurance policy as a contract between the 
insured and the insurer, in which no one else is concerned, 
which may be interpreted like any other contract between 
one business man and another. Within the last few 
weeks a motoring case has been fought by an insurer on 
what appears to be a purely technical change in the 
status of the insured and a considerable third-party claim 
successfully resisted. It may be that behind the technical 
defence lay something more substantial, but it does not 
seem wise in the present situation of insurance to rel 
(where the public interest is concerned) on old-fashioned 
technical pleas. The central fact is that not the policy- 
holder, but the public, has to be covered, and an 
industry which is called on to play an essential part in 
the social service of the community cannot afford, if it 
values its independence, to take any but broad views and 
to stand on technical points of advantage. We are living 
in a condition of compromise between individual enter- 
prise and State control, and the outcome will depend 
very largely on the wisdom and foresight of those who 
control the industry not only in its large, highly-organised 
sections, but in the smaller units which, by their wisdom 
or their unwisdom, may have an equally important 
influence on the future. 
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Bank Rate and Forward Exchange 
By a Correspondent 


FTER five years of uninterrupted decline in world 
A trade, the League of Nations Economic Service has 
at last been able to report—for the third quarter 
of 1935—a rise of 24 per cent. in the value of goods 
internationally exchanged. In some other respects, 
however, the year 1935 has been less satisfactory and 
more disturbed than that which preceded it. The 
deterioration in political relations which it has witnessed 
is nothing less than lamentable. And some of the singular 
anomalies in our economic life produced by the depression 
are as much in evidence as ever. Bread (and butter!) is 
still dearest in those countries where people are poorest 
and wages lowest. Motor cars and wireless sets are 
cheapest amongst the world’s wealthiest populations. 
Unemployment is greatest on that Continent whose raw 
material resources are the envy of the universe. The 
world’s most favoured borrower is the Government 
whose fiscal deficit is the greatest. And stability of 
prices and interest rates is to be found mainly in those 
countries whose currencies are labelled (by the others) as 
‘ unstable.”’ 

It is not surprising, therefore, to find that disturbing 
influences also affected banking, exchange and monetary 
developments of the past year. During 1934 the foreign 
exchanges had been comparatively steady, except for a 
noticeable weakening of sterling in the autumn. Bank 
rates in the principal financial centres had remained 
almost completely stationary. In some cases they were 
at the lowest levels yet recorded : New York, 14 per cent.; 
London and Switzerland, 2 per cent.; Denmark, France, 
Holland and Sweden, 2} per cent.; Norway and Czecho- 
slovakia, 34 per cent. In Belgium the official discount 
rate was reduced from 3 per cent. to 24 per cent. in 
August, and averaged 2-93 per cent. for the year. Ger- 
many (4 per cent.) and Poland (5 per cent.) made no 
change. The Vienna rate was reduced to 44 per cent. 
Italy alone raised its rediscount rate from 3 per cent. to 
4 per cent. in November, 1934, when the gold reserve had 
fallen virtually to its statutory limit. And these cheap 
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money conditions, generally, were regarded as indispen- 
sable to further recovery and as appropriate to that phase 
of the trade cycle through which we are now presumed 
to be passing. 

Towards the close of 1934, however, apprehension 
had been growing concerning the outlook for the curren- 
cies of the Gold Bloc countries, then four in number. 
Their unprecedented gold reserves were, it is true, more 
than sufficient to withstand any strain on the exchanges 
arising out of withdrawals of foreign balances and invest- 
ments, or resulting from an adverse balance on inter- 
national account. But their economic position was 
disquieting. Trade was visibly shrinking and _ fiscal 
difficulties were becoming acute at a time when most 
other countries were in both these respects showing a 
marked tendency towards better conditions. Their 
currencies were generally held to be over-valued. 

No great surprise was, therefore, occasioned when in 
March, 1935, Belgium, whose position had long been 
recognised as highly precarious, abandoned the gold 
parity established in 1926. But the reverberations of 
this event continued to make themselves felt throughout 
the rest of the year. A suspicion that the French and 
Swiss francs and the Dutch florin would one day have to 
be devalued in order to bring them into line with sterling 
and the dollar, persisted; and has become so firmly 
rooted in many quarters that it is now unlikely to be 
dispelled until visible indications of improving trade and 
employment and restored public finances in the Gold 
Bloc countries give it the lie. 

Against this background it is appropriate to examine 
a series of bank rate movements which occurred in 
France and Holland in 1935 and were sufficient to con- 
stitute a record in post-war banking history. The changes 
are recorded on page 132. 

Bank rate was changed no fewer than fifteen times in 
Holland and eleven times in France. By way of contrast 
the Bank of England, off gold, but in practice securing a 
high degree of stability for sterling by the purchase and 
sale of gold bullion and gold exchanges, was writing 
history in the opposite sense. Having reduced its 
discount rate on June 30, 1932, to 2 per cent.—for the 
first time after the lapse of more than a generation—it 
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had already outstripped the record of the ‘nineties when 
no change in bank rate was made for thirty-one months. 
Simultaneously New York had achieved a different 
record by fixing the Federal Reserve rediscount rate at 
14 per cent. 


1935 
BANK OF FRANCE NETHERLANDS BANK 


May 23rd from 24% to 3% April 5th from 24% to 34% 
25th ,, - 9 roth __,, ns of 
28th _,, ‘ May 16th 

June 2oth ,, ‘a 31st 
July 4th _,, 2 June 27th 
18th ,, z k July 5th 
Aug. 8th _,, % 18th 
Nov. 14th ,, - 25th 
ast lis, ‘i 26th 
25th ,, a Aug. 3rd 
Dec. 31st _,, ta Sept. 16th 
Oct. 16th 
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Nov. 5th _,, 

14th _,, 

More important, however, and more relevant for 
comparison than the experience of either Britain or the 
United States, is that of Switzerland. Though subjected 
to the same strain as the Central Banks of the other two 
gold countries, the Swiss banking authorities raised their 
official discount rate only once—from 2 per cent. to 2} 
per cent.—in the course of the year. And as all three 
countries succeeded in upholding their parities, it is 
worth while to enquire whether the action taken by the 
French and Dutch banking authorities was well-advised 
and what results it achieved. 

The operation of bank rate under the Gold Standard 
is too familiar to require detailed repetition. According 
to classical theory it should work simultaneously in two 
ways. A high bank rate may be expected to attract 
funds from abroad and to act as a deterrent against the 
withdrawal of foreign balances already on deposit. 
Secondly, reinforced by a contraction of credit, it should 
prevent the export of capital, bring about a fall in the 
domestic price level through liquidation of securities and 
commodities and, if sufficiently long maintained, a 
lowering of wages and costs. 
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In the circumstances of France and Holland in 1935 
a high bank rate was powerless to attract foreign funds. 
No ordinary difference of interest rates between two 
financial centres can compensate the depositor for the 
risk of a fall in exchange beyond gold points. If he 
regards the risk as a real one he will expect depreciation, 
if it occurs, to be several times greater than any annual 
interest offered him. 

A further though less important factor, tending 
under present conditions to deprive bank rates in the 
Gold Bloc countries of efficacy, deserves mention. It 
affects long-term depositors and investors rather than 
those engaged in daily money market and exchange 
operations. Among people in the Gold Bloc countries it 
is sometimes overlooked. These tend to appraise their 
assets, prices and exchanges—with an almost religious 
insistence—in terms of gold as well as of money. Thus 
they are led to suppose that, by the same mental process, 
the luckless inhabitant of an “ off-gold’’ country must 
be longing to possess a deposit, security or other asset in 
a ‘‘stable”’ currency. The contrary, of course, is true. 
In reality the foreigner makes his calculations—confi- 
dently, if ignorantly !—solely in terms of gain or loss 
in his own currency. His money has so far lost nothing 
in purchasing power and, rightly or wrongly, he sees 
no reason to distrust it. Or, rather, his “ distrust ”’ 
takes the form of apprehension lest it should appreczate 
against the French and Swiss franc, the florin or gold— 
even when he does not suspect these currencies of aban- 
doning their gold parities. If it did, he would lose on his 
foreign deposit and a high annual rate of interest would 
afford no adequate compensation. It was precisely this 
consideration which, more than all others, deterred 
British insurance companies, investment trusts and 
private investors for more than a year, when the pound 
was heavily depreciated in relation to the dollar, from 
placing their funds in the United States. Thus the 
Gold Bloc countries had little or no reason in the circum- 
stances of 1935, to expect an influx of funds from an 
“ off-gold ’’’ world, whatever they might do with their 
bank rate. 

Clearly if foreign depositors and investors are uncer- 
tain regarding the future of a currency, international 
L2 
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movements of funds on an outright basis cease altogether. 
Every purchase of a foreign currency made for the pur- 
pose of depositing short-term funds abroad and securing 
the higher rate of interest there offered, will be covered 
in advance by a forward re-purchase of the original 
currency. The forward exchanges then become a much 
more important factor than bank rate. They may 
reinforce the effect of a high bank rate or cancel it out 
completely. But they and not bank rate will remain the 
decisive factor. Bank rate was consistently higher in 
New York than in London throughout 1933. But the 
discount on forward dollars averaged 4} per cent. over 
that period, making it more profitable to convert dollars 
into sterling for investment in London than to do the 
reverse; and a constant flow of funds from New York 
to London resulted. 

As already indicated, therefore, the normal operation 
of bank rate between the Gold Bloc and other countries 
was utterly destroyed by the course of the forward 
exchanges which, except for a brief intervention by the 
Swiss Central Bank, were left to their fate. Not un- 
naturally sales by frightened investors and hopeful 
speculators repeatedly drove all three currencies to such 
heavy discounts in the forward market as to cancel out 
and, in fact, render negative the high rates of interest 
established by their Central Banks. With a bank rate of 
1% per cent. New York attracted instead of remitting 
funds. An indication of the actual three months’ 
discount is given in the following table :— 

31st March 30th June 30th Sept. 31st Dec. 
% Per % Per % per % Pet 
annum annum annum annum 
France... ‘os S&C. 22% 1% fr. 734% fr. 5% %fr. 10% 
Holland ... sine GS s% 12. 6% 2c. 113% I1 Cc. 6% 


Switzerland an SHG. 14% 306. 94% 30¢. 8% 30. 8% 


The highest figures were as follows :-— 

France = bas bes eae 7 frs. approximately 40% per annum. 
Holland — ae as -« et +s 30% 
Switzerland ... as asa .-. 1°20 firs. - 32% 

Once established, these discounts, of course, made a 
farce of a high bank rate. It actually became more 
profitable than ever before for holders of French and 
Swiss francs and Dutch florins to lend abroad. Spot 
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sales against forward re-purchases therefore added to the 
pressure on the spot exchanges and, by keeping them at 
gold export point, increased the outflow of the metal. 
This in turn kept alive fears of depreciation, although 
a mere glance at the Central Banks’ reserve ratios might 
have convinced most people that the Gold Bloc currencies 
were technically in no immediate danger. 

The heavy forward discounts naturally became a 
protective factor for the currencies involved, once they 
had widened to the point of depriving the speculator in 
advance of a substantial part of his prospective profit 
if the currency broke and of committing him to certain 
and sensible loss if he proved wrong. At this point, 
moreover, outright purchases of the forward currency 
became highly profitable for speculators taking the 
opposite point of view as well as for traders with pending 
franc and florin liabilities arising out of commercial 
transactions. Faced with the choice of leaving their 
commitments open in the speculative hope of being able 
to pay in depreciated currency later on, or of realising 
an immediate saving by a cheap purchase in the 
forward market, the more prudent would take the 
latter course. And once the forward discount showed 
signs of narrowing it fell quickly under the impact of 
hasty covering. 

Obviously the forward sales and covering purchases 
by speculators—really equivalent to short loans and 
corresponding repayments—must ultimately cancel out. 
They cannot affect the gold reserve over any longer 
period than that for which forward contracts are out- 
standing. On the other hand, they produce a substantial 
foreign income for the countries whose currency has been 
under fire. The contention, advanced with some bitter- 
ness in the gold countries, that their troubles are caused 
by the sinister activities of the speculative community, 
is fallacious except to the extent that the psychological 
effect of the existence of a forward discount may be to 
cause a general flight from the currency by genuine 
holders. That such a flight has, in fact, occurred is 
shown by the losses of gold suffered despite high rates 
by the Central Banks of the Gold Bloc countries in 1935. 
They cannot be accounted for by trade deficits. Specula- 
tors have closed their positions. But flight-capital has 
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not been repatriated and it still pays handsomely, via 
the forward exchanges, to /end abroad from these 
countries. 


BANK OF FRANCE NETHERLANDS Swiss NATIONAL 
BANK Bank 


Gold and For. Gold and For. Gold and For. 
Exchange Exchange Exchange 
(000’s omitted) 
End 1934... Frs. Fls. 842 Sw. Frs. 1,919 
Mid 1935 ... 5 ,65 658 — 184 1,206 — 713 
End 1935 ... ‘ 662 + 4 1,387. + 181 
Net loss ..- 16,791 Netloss ... 180 Net loss a0 ae 


Central Banks have not hitherto made a practice of 
operating in the forward exchange market, as Mr. Keynes 
has more than once suggested that they should do. It 
is interesting, nevertheless, to consider for a moment 
whether, in the currency panics of 1935 the Central 
Banks, instead of confining their action to the applica- 
tion of a high bank rate, could have intervened with 
effect in the forward market. As already shown the 
effect of a high bank rate was more than offset by a wide 
forward discount. Instead of a premium on loans to the 
gold countries, a premium was set on foreign loans by the 
gold countries. If, however, a Central Bank had, imme- 
diately it became aware of growing distrust of the cur- 
rency, entered the forward market and energetically 
raised the forward rates to a substantial premium, the 
effect would have been to give the foreigner an attractive 
addition to the high interest rate already established by the 
Central Banks’ rate of discount, on a deposit fully secured 
in exchange value by a forward contract. It may be 
contended that speculators and others, asking for nothing 
better than to be able to indulge in their speculations 
and hedges without risk of loss, would have entered into 
much larger commitments than was actually the case. 
The answer can only be conjectural; but if it is true, as 
the Central Banks of the Gold Bloc aver, that the presence 
of a heavy forward discount added to the general mis- 
trust, an important element making for panic conditions 
would have been removed. However that may be, such 
speculation as occurred would have had to be financed 
by foreign lenders and not, as was, in fact, the case, by 
lenders in the threatened country. That country, of 
course, would have paid the lenders a high rate of current 
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interest through its market and Central Bank instead 
of receiving an income from abroad. But if its 
object was for the time to protect its gold reserve and 
support its exchange, this object could have been 
attained. 

It is clear that in the prevailing circumstances high 
bank rates alone were incapable of attracting balances 
from abroad or preventing the withdrawal of existing 
foreign balances. They may even have added to the 
general alarm. From this point of view the policy 
adopted by Switzerland was the better even if—more in 
appearance than reality—the less orthodox. That is, 
unless it can be argued that the high bank rate acted 
psychologically as a deterrent upon intending sellers and 
“reaffirmed ’’ once more the determination of the 
Government to uphold its parity. This seems doubtful 
at best ; for in all three countries the authorities found it 
expedient to resort in addition to moral suasion, amount- 
ing at times to little less than a stern injunction both 
to bankers and their customers, not to sell the currency. 

There remains the question already alluded to, of the 
domestic influence of a high bank rate. This can be 
summarily dealt with. A high bank rate cannot in any 
circumstances work rapidly enough to restore an over- 
valued currency to a position of equilibrium during the 
progress of a panic. The process is necessarily a long as 
well as a painful one. It will, moreover, only make 
headway if accompanied by a severe contraction of 
credit. In fact, however, the Central Banks of the Gold 
Bloc countries have reduced their bank rates in each 
case as soon as panic has subsided and have not seriously 
contracted credit. 

They could hardly have acted otherwise. A severe 
restriction of credit would have placed an intolerable 
strain upon commerce, industry and banking which in 
those countries have for years been obliged to adjust 
themselves to a relentless process of financial and economic 
contraction, forced upon them by the depreciation of 
sterling and the dollar. Further pressure upon prices 
brought about by the Central Bank would assuredly 
have precipitated numerous failures. And the Govern- 
ments themselves were precariously situated. Emergency 
and relief expenditure arising out of the depression has 
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unbalanced their budgets and involved them in onerous 
floating debts, the cost of which rises and falls with 
bank rate. Holland, for example, was carrying a floating 
debt of some 800 million florins in the autumn of 1934 
at very favourable rates, three months’ Government bills 
being dealt in at $ per cent. per annum. In 1935 this 
charge rose to an average of over 4 per cent. and a maxi- 
mum of 54 per cent. per annum. France and Switzerland 
are similarly situated. 

Quite apart, moreover, from purely financial con- 
siderations the policy of all three Governments during 
the depression has been directed towards maintaining 
agricultural prices and certain others at levels remunera- 
tive to the producers. Large sums have been expended 
in subsidies to this end. This is anti-deflation. Deflation 
in the strict sense has either never been attempted or 
else long since abandoned. Unemployment was suff- 
ciently severe without it. But the application of bank 
rate as a means of readjustment could only become 
effective through severe and protracted deflation. And, 
as already indicated, it never came seriously into account. 

Summing up, it seems fair to suggest that the high 
bank rate resorted to by Holland and France last year 
was ineffectual as an international instrument because 
in prevailing monetary circumstances it could not be 
otherwise; and ineffectual as an influence in domestic 
affairs because it was never intended to be otherwise. It 
would have killed but not cured. The experience, how- 
ever, will not have been wholly wasted if its implications 
are clearly understood. Currencies unrelated to one 
another by fixed parities are for practical purposes 
incompatible. Their international movements cannot 
be governed by the simple application of differential 
interest rates—for the interest yield of a year may be 
destroyed by the exchange movement of a day. Foreign 
deposits unsecured by forward exchange contracts cease 
to be made; and the forward exchanges take precedence 
over bank rate in determining the flow of short-term 
balances. For the same reason a high rate of interest 
cannot be expected to counteract the migration of funds 
inspired by distrust of a currency’s exchange value. Dis- 
trust and annual interest are incommensurable. Only 
the removal of the fundamental causes of distrust can 
remove its consequences. 
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Exchange Clearing in Great Britain 


By Paul Einzig 


N an article entitled ‘‘ The Manana Standard,” ap- 
i pearing in the January issue of THE BANKER, I 

criticised the Government, on the ground that for 
doctrinaire considerations it withheld from long-suffering 
British creditors and exporters the benefits arising from 
exchange clearing agreements. To illustrate the case for 
exchange clearing, I quoted the example of Spain, from 
which country British exporters found it increasingly 
difficult to obtain payment. It is now gratifying to 
record the fact that the Government has at last decided 
to safeguard British interests by means of adopting 
bilateral exchange clearing agreements. On January 7 
it was announced that a bilateral exchange clearing 
agreement had been concluded with Spain, by virtue of 
which it will in future be compulsory for British im- 
porters of Spanish goods to pay the amount due into the 
Anglo-Spanish Clearing Office in London instead of 
remitting them to the Spanish exporters. The arrange- 
ment is made under the Debts Clearing Offices Act of 
1934 and is the first application of that Act. The pro- 
ceeds accumulating on the Anglo-Spanish Clearing Ac- 
count will be used, in the first instance, for the payment 
of the arrears due to British exporters to Spain, 
amounting to some £3,000,000, and subsequently British 
exporters will receive payment in chronological order. 
In addition, certain invisible items will also be settled 
out of the proceeds but visible exports will enjoy a 
priority. 

It is essential that readers should grasp the full 
significance of the change of policy implied in the 
conclusion of the Anglo-Spanish agreement. The major- 
ity of the British Press either ignored it altogether or 
dealt with it casually. In consequence, a very large 
percentage of the general public, and even of the 
intelligent and usually well-informed section of the 
general public, is unaware that at the beginning of this 
year a change of fundamental importance has taken 
place in British policy, a change which bears comparison 
in regard to its importance with the abandonment of free 
trade in 1931. With the adoption of the Anglo-Spanish 
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clearing agreement, Great Britain has abandoned the 
principle of free international transfers, and of the 
freedom of the foreign exchange market. It is true that 
the Anglo-Italian compulsory clearing instituted in 
November last had already created a precedent, but 
since that arrangement was the outcome of economic 
sanctions it was generally regarded as abnormal and 
exceptional. In the present instance, however, abnormal 
political considerations were entirely absent, and the 
conclusion of the exchange clearing agreement was due 
solely to commercial and financial considerations. There 
is, in fact, every reason to expect that having at last 
made up its mind to take the first step, the Government 
will in future pursue a policy of adopting exchange 
clearing whenever it appears expedient to do so. Having 
discarded doctrinaire considerations which have hitherto 
prevented it from adopting exchange clearing, even in 
instances when its advantages were only too glaringly 
obvious, its future attitude will be guided solely by 
practical considerations. It is understood that the 
Government is actually considering concluding exchange 
clearing agreements with the Hungarian and Rumanian 
Governments and that other similar agreements may 
follow later on. It is reasonable to assume, therefore, 
that by the end of this year a by no means inconsider- 
able percentage of this country’s foreign trade will be 
based no longer on free transfers but on exchange 
clearing. 

Admittedly, the Government regards exchange clear- 
ing as a mere temporary makeshift, with the aid of which 
frozen credits can be collected, and markets for British 
exports can be maintained or secured. It is the declared 
policy of the Government to terminate the Anglo-Spanish 
agreement as soon as conditions have become sufficiently 
normal to do away with the necessity for it. Notwith- 
standing this, it would be idle to expect that the Spanish 
agreement or any other clearing agreement to be con- 
cluded in the near future would come to an end within 
a few months. Indeed, the chances are that they will 
remain in force for years to come. So long as Spain and 
the other countries concerned maintain exchange re- 
strictions, it would be risky to resort to the old system 
by which British exporters and creditors were at the 
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mercy of their foreign debtors. It is most unlikely that 
these countries will abolish exchange restrictions within 
the next year or two, and exchange clearing agreements 
may remain in force for years. 

It is true that unless the European situation becomes 
further aggravated as a result of a European conflict, 
exchange restrictions in most countries will probably 
be removed after the stabilisation of the leading 
currencies. Consequently, exchange clearing agree- 
ments will also sooner or later be terminated. From 
this point of view, there is a difference between the 
adoption by Great Britain of protection, which has 
come to stay, and the adoption of exchange clearing, 
which will sooner or later be terminated. The difference 
is not, however, as pronounced as would appear at first 
sight, for while exchange clearing has not at present 
been adopted as a permanent system, it would be a 
mistake to imagine that when the agreements are ter- 
minated the system will be abandoned for good. Indeed, 
the present application may only be regarded as a 
“dress rehearsal ’’ to prepare for its adoption on the 
occasion of some future international crisis. It has taken 
more than four years for the British Government, after 
the adoption of the exchange clearing system on the 
Continent, to make up its mind to discard doctrinaire 
considerations in face of the practical necessity for the 
adoption of the system. It is reasonable to assume, 
however, that on the occasion of the next crisis exchange 
clearing will be adopted unhesitatingly from the very 
outset. It will be adopted in its improved form and 
many of the shortcomings which made the system 
unpopular during the present crisis will be avoided. 
In particular, bilateral clearing may possibly be 
adopted from the very outset by a large number of 
countries, which will facilitate the efforts to arrange 
triangular and multilateral clearing. Sooner or later, 
the system will develop into international clearing, which 
would remove most of the disadvantages attached to 
bilateral clearing. 

All this, however, is in the distant future. For the 
moment it is of greater immediate interest to see how the 
new Anglo-Spanish agreement will operate. Since Spain 
has a large export surplus in relation to this country, 
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it is likely that even allowing for an _ increase of 
British exports to Spain, there will be sufficient funds 
available to clear up arrears and gradually to reduce 
delays in payment for current exports to within reason- 
able proportions. Although the British authorities had 
had no previous experience in exchange clearing, they 
adopted an interesting innovation which is calculated 
to facilitate the satisfactory working of the arrangement. 
In other agreements current exports take precedence 
over commercial arrears which are redeemed only 
if and when there is a surplus available for that 
purpose. In the Anglo-Spanish clearing, however, 
arrears take precedence so that the chances are that, to 
begin with at any rate, exporters will have to wait for 
a number of months for their money. Even though they 
will not have to wait as long as they did before the 
adoption of clearing, and even though the Government 
Export Credit Guarantee Department is now prepared to 
insure the transfer risk to Spain, the fact of the delay 
will to some extent prevent a flood of British exports to 
Spain which would have taken place if current exports 
had taken precedence over arrears. It is only after the 
old arrears have been cleared up that the delays in 
receiving payment will tend to become shorter and 
shorter, and at that stage it will matter much less if the 
Spanish surplus is reduced through an increase of British 
exports to Spain. In any case, should the increase become 
excessive, it can be discouraged by withholding transfer 
insurance facilities from exporters. 

The Anglo-Spanish agreement stands a good chance 
of working successfully. It is above all important that 
the Government should handle it in the right spirit, that 
is, if there is a tendency toward an expansion of British 
exports to Spain, a policy aiming at the encouragement 
of Spanish exports to Great Britain should be adopted. 
In doing so, the Government would obviate the necessity 
of having to check British exports to Spain and would 
thus disarm the chief source of criticism against exchange 
clearing arrangements. 

Doubtless from the point of view of the banking 
community, the adoption of the Anglo-Spanish exchange 
clearing has led to the loss of certain types of business 
such as foreign exchange operations arising from Anglo- 
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Spanish trade, the granting of overdrafts on bills sent 
by Spanish banks to London for collection, etc. At the 
same time, banks stand to benefit by the improved 
position of their clients who have hitherto been victimised 
by the delays in payment from Spain. In the great 
majority of cases, the banks will act as intermediaries 
between the business firms and the Anglo-Spanish Clearing 
Office and will be able to earn a reasonable commission 
on the services thus performed. On balance, the banks 
are not likely to be losers on the system. It is essential 
that they should establish close collaboration with the 
authorities in charge of exchange clearing so as to secure 
the satisfactory working of the system and the solution 
of the various technical problems it raises to the satis- 
faction of all parties concerned. 


Controlling an Industrial Budget 
By C. Ralph Curtis 


N the article which appeared in last month’s issue of 
i THE BANKER, I outlined the main principles involved 

in budgetary control and in scientific management 
in industry. 

The bank officer, however, who is investigating the 
affairs of an industrial concern, must not be deluded into 
supposing that once a budget has been compiled and 
agreed upon, the matter is then at an end. The work of 
scientific management, indeed, has only just begun when 
this stage has been reached, and the running of the 
budget and its control are almost as important as its 
original compilation. 

In the first place the budget will have been divided 
into receipts and payments. Both have to be rigidly 
controlled, but whereas the payments side is usually the 
first item to be controlled, the receipts themselves come 
in after a whole series of controls have intervened. 

It will obviously be necessary to instal a complete 
and comprehensive costing system in order that the 
controller can ascertain almost at once if the articles are 
actually being made at the price laid down in the budget 
and at the rate of production agreed upon. For a works 
of any size the punched card system is by far the best 
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for job and process costing, job cards usually being 
punched almost instantaneously from the factory fore- 
man’s “ flimsies.”’ 

If a rigid minimum cost per article is to be held to, 
then costing will have to prove four things: (1) that 
the work has been done by a workman earning a given 
rate of wages (if a more expert workman has done the 
job, then up goes the cost); (2) that the work has been 
done in a certain prearranged time (if the work takes 
twice as long as originally calculated then the labour cost 
will be doubled); (3) that the work has been done with 
a given quantity of a certain material; and (4) that a 
certain machine has been used. (Every machine in a 
factory is costed and the “‘ machine hours ”’ have to be 
included in the costs; if therefore an expensive machine 
is used where a cheaper one would do, then up would go 
the costs once again.) 

The name and job number, the amount and type of 
material, the operation, the time laid down, the time 
taken, the machine used; all this information is punched 
on to the job card immediately the operation has finished 
and a scrutiny of the resultant figures will enable the 
controller to see if the manufacturing side of the budget 
is being adhered to. 

In one famous firm, owing to a minor mechanical 
defect, the speed of a certain machine was slowed down 
somewhat. This fact was immediately revealed in the 
card punched in respect of the last job done on that 
machine, owing to the fact that the time laid down for 
the operation had been exceeded. This enabled the 
necessary repairs to be done at once. Had such a system 
not been in existence the machine might have gone on 
operating at a reduced speed for several weeks, and 
thousands of pounds in costs might have been lost before 
the matter was discovered. 

With regard to the items for time taken and time 
laid down, one well-known motor works has succeeded in 
reducing its costs, speeding up its operations and giving 
extra pay to its men by the simple expedient of 
paying them for time laid down and not for time taken. 
This has induced all the men to beat the time laid down 
by a substantial margin in order to be able to carry on 
with other work. 
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The control itself may easily develop into a costly 
business unless every effort is made to introduce modern 
methods. Thus in one works a number of clerks were 
employed checking rates of pay—seeing that the work 
had been done by the right workman. This has now 
been obviated by the makers of a reproducing machine 
called the ‘‘ Ormig.’”’ In this case all the details involved 
in the various operations concerned in a process are laid 
down in advance and typed down line by line on a 
‘master.’ These operations will always remain the 
same, the only alterations consisting in the number or 
quantities involved in each job. The variable informa- 
tion is typed on to a further master, and the two masters 
are placed on the reproducing machine together. By a 
mechanical contrivance it is possible to run job slips 
through the machine in such fashion that the fixed and 
variable information is reproduced on to the slips 
together, the whole forming a complete job authorisation, 
giving rates of pay, time, materials, etc., thus obviating 
the process of rate checking. 

The process of factory costing will be part of the whole 
budget costing process, whereby every item of expen- 
diture is split up and allocated to a series of accounts 
which correspond to the separate items in the budget. 
Each of these accounts must be closely watched and 
compared with the budget. 

Both in regard to expenditure control and to sales 
statistics, insufficient use of charts is made in this country. 
Gantt or ordinary charts can often convey more in a 
few seconds than can be observed in a prolonged study 
of a set of figures. 

It is of no use manufacturing goods to a prearranged 
price unless they can be sold. This statement involves 
us in two more species of control. The first is stock 
control. This acts as a check both upon the manufac- 
turing and the selling. Insufficient stocks may mean 
either that the selling is exceeding the estimate or that 
the manufacture is lagging behind the planned output. 
Accumulating stocks, on the other hand, may mean that 
the sales campaign is not succeeding, or it may mean 
that the manufacturing process is proceeding too fast. 

While it is perhaps better to carry too much rather 
than too little stock, it is better still to carry only the 
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minimum necessary. Stocks cost money, money for the 
purchase of raw materials, for paying wages of the 
workmen, and for paying the rent of the space occupied 
in storing it. A system, therefore, which enables a 
trader to hold only a minimum stock and yet not be 
“caught short’ will release so much more working 
capital which would otherwise be employed in carrying 
stock. 

One famous works installed a book-keeping machine 
in its factory outside the door of the store-room. Stock 
was taken, and a series of ledger cards in quantities were 
prepared on the machine, the cards being credited with 
the amount of stock in hand. The engineers then cal- 
culated carefully the minimum amounts required to be 
held for each item of stock, and these items were then 
debited to the stock cards. As every item went in or 
out of the door the amount and number were shouted 
to the operator who at once made the necessary adjust- 
ments on the cards. As soon as the stock on any item 
came down to the minimum, the card showed a debit 
and the machine locked. This enabled replacement to 
take place at once and many thousands of pounds of 
working capital were thus released. 

In another factory where punched card machines are 
used, the card per unit system was adopted. That is to 
say, one card was punched for every unit of stock 
manufactured and the cards so punched were stored in 
pigeon-holes, one for each item of stock. Stock control, 
invoicing, sales statistics, salesmen’s commission sheets, 
and factory requisitions were all combined in this case 
in one operation. Thus, when an order was received, 
the cards representing the items in the order were taken 
from their pigeon-holes and placed on the tabulator 
together with other cards representing the customer's 
name and address, and the salesman. An invoice form 
was fed into the tabulator and the invoice to the customer 
together with duplicates for packing, transport, salesman, 
etc., etc., were automatically produced. The cards were 
then placed in other pigeon-holes representing the 
salesman. At the end of the day these packets of cards 
were tabulated to form automatically the sales day book 
and the salesman’s commission sheet at one and the 
same time. This done the cards were re-sorted into 
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“ines ’’ and the resultant tabulation was used as a 
factory requisition, being the items needed to be manu- 
factured to replace the stock sold. A subsidiary sorting 
of the lines subdivided into districts and salesmen, 
finally produced the necessary sales statistics. At any 
time the tabulation of all cards left would have revealed 
the stock held. 

In a firm with a large volume of sales, weekly, if not 
daily, statistics of sales are necessary to see if they 
are proceeding according to plan. If these statistics are 
to be of any use at all they must not only give the total 
volume of sales over the daily or weekly period, but 
also a detailed analysis in “lines”? and a further 
analysis under salesman. 

In these days of ruthless competition “ lines ’’ which 
do not sell must be immediately cut out of the manufac- 
turing process. The failure of a “ line”’ may be due to 
the fact that it is too costly or that its quality is inferior 
to that produced by arival firm. In either case the matter 
must be investigated at once, and the cost reduced if 
possible, or the quality improved. 

An examination of a series of sales statistics may 
prove very interesting reading. Thus if the punched 
card has been used, and sales have been tabulated under 
salesman sub-divided into “ lines,’’ a number of differ- 
ences may become apparent at once. For example, two 
salesmen may quite possibly have sold goods to the same 
value, but on comparison it appears that lines which 
predominated in their figures are entirely different. Such 
a matter must not be dismissed as a curious coincidence, 
but must, on the contrary, be investigated at once. The 
difference may turn out to be due to local prejudice in 
that in one salesman’s territory a certain line is preferred 
and in another it is not. Local prejudice, however, 
usually turns out to mean that in that district a rival 
is present with an article which is equal or superior to 
the one“offered. Such competition must be met at once. 
The difference may, on the contrary, be due to prejudice 
on the part of the salesmen themselves who usually seem 
to have one or two “lines ’’ which they like especially 
and others which they do not like. This being so, they 
will unconsciously “‘ boost ’’ the items they prefer and 
not make much effort to sell the lines they dislike. Such 
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prejudices must be investigated and the salesmen induced 
to push all lines. Their prejudices must not be ignored, 
however, as they frequently have some basis, conscious 
or unconscious, in fact; the salesman having seen some- 
thing else manufactured by a rival which he considers 
to be better or preferring some other method of operation. 
The investigation of such ideas—the product of an 
examination of sales statistics—can frequently result in 
an improvement in the article in question. It becomes 
obvious at once from such statistics which salesmen are 
“ pulling their weight ’’ and which are not. 

Having controlled the fact that the goods have been 
both manufactured and sold according to plan, the last 
item to be controlled is the cash receipts. Such a control 
is impossible without an efficient book-keeping system. 
The counting-house or accounts department of an 
industrial firm must be super efficient but paradoxically 
it must cost as little as possible. It must be realised 
that accounting, control, invoicing, etc., are all ‘‘ over- 
heads ”’ which have to be added to the cost price of goods 
before the sale price can be arrived at. Efficiency takes 
many forms. It may consist of combining several 
operations into one (invoicing, sales day book and ledger 
posting for example). It may mean the introduction of 
complicated machinery like the punched card system or 
it may mean that a very much simplified system can be 
introduced. The controller must not be hypnotised by 
“gadgets.’’ Thus if monthly accounts are sent out, it 
may not be necessary to introduce ledger posting machines 
to give daily automatic balancing. 

Where a punched card installation is in use for costing 
and sales statistics, it may prove possible to combine 
the book-keeping with this system. This will eliminate 
the human error as the original card will serve all pur- 
poses with successive sorts and tabulating. On the other 
hand, if such a combination involves the purchase of an 
additional tabulator, the others being fully employed, it 
may prove cheaper to instal some other system. 

In order to control this type of expenditure the con- 
troller must have a very clear idea of what he exactly 
wants in the way of statements and figures, etc., and he 
must know, too, what every machine can do. The 
essence of the whole thing will be that timely statements 
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are rendered to customers, that follow-up systems exist 
to keep constant track of slow payers, and that the 
accounts be kept under constant supervision for the 
question of limits in order to see that any one customer 
does not order goods beyond his capacity to pay. 

I have only been able to touch at the fringes of this 
subject, there being a hundred and one other ways in 
which a thorough industrial control could be improved. 
I trust, however, that I have been able in these three 
articles to open the eyes of bank officers, especially those 
in higher authority, to the immense importance of this 
idea of scientific management, and to convince them 
that a study of its technique will be of great assistance 
to bank directorates in many ways in the near future. 


Appointments and Ketirements 


Lloyds Bank 


Mr. Francis Adams Beane, Chief General Manager 
of Lloyds Bank Limited for the past seven years, has been 
appointed vice-chairman of the Board of Directors. 
He retired from his position of General Manager at the 
end of last year. 

Mr. Beane has been on the Staff of the Bank for 48 
years. He began as a junior clerk at the Longton 
(Staffs.) branch in 1887. This was in the days when the 
private banker was still a power in the land. Nobody 
then imagined that the business of Lloyds Bank would 
grow to its present dimensions, or that Mr. Beane, newly 
entered on the staff roll, was destined to reach the highest 
executive post in the Bank. 

After a time at the Leeds branch and at the 
Birmingham Head Office, Mr. Beane became an Inspector 
of the Bank in 1904, and two years later was appointed 
manager of the Collingwood Street branch in Newcastle- 
upon-Tyne. 

The coming of the Great War found Mr. Beane still 
at Newcastle, and there he served on various war-time 
committees, such as those for the formation of the 
Tyneside Scottish and Tyneside Irish Brigades. On 
his appointment as General Manager of Lloyds Bank 
(France) Limited, in 1917, he was brought into closer 
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contact with the conflict on the Continent, and he 
directed the Bank’s business during those troubled 
times with conspicuous success. During the time he was 
in France in the face of arduous banking responsibilities 
he found time to serve on many of the British Consul’s 
Committees in Paris. 

He subsequently returned to England, and in 1924 
took up his appointment as General Manager of Lloyds 
Bank Limited, becoming Chief General Manager in 19209. 
Since he reached executive power Mr. Beane has on several 
occasions visited foreign countries in the interests of the 
Bank. His duties have taken him to India, Egypt and 
North and South America whence he has recently returned 
from an extended tour. Until recently, Mr. Beane was a 
member of the Council of the Institute of Bankers and 
is still a member of the Advisory Council of the Bankers’ 
Industrial Development Company Limited and a Director 
of the Bank of London and South America Limited. 


Westminster Bank 

Mr. Charles Lidbury, Chief General Manager of 
Westminster Bank, Ltd., has been elected a Director 
of the Bank. Mr. Lidbury has had a varied banking 
experience. He joined Parrs’ Bank in 1893, and spent 
the first twenty-six years of his banking career mainly 
in the Midlands and North of England, though for 
three years he held an appointment at Bristol. In 1919 
he was transferred to work of a totally different character, 
for he was appointed Inspector of Foreign Branches of 
Westminster Bank, the new institution in which Parrs’ 
Bank had lately been merged. Four years later he 
became Superintendent of Foreign Branches, and for 
eight years in all he was engaged on the foreign side of 
Westminster Bank’s activities, spending his time partly 
in London and partly on visits abroad. In 1927 he was 
appointed a Joint General Manager, and placed in charge 
of Threadneedle Street, one of the principal City offices 
of the bank. Mr. Lidbury was appointed Chief General 


Manager in 1933. 
Bank of Australasia 


The Directors of the Bank of Australasia have 
elected Mr. Donald Forsyth Anderson to a seat on the 
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Board. Mr. Anderson is a Director of Anderson, Green 
& Co., Ltd. 


Ionian Bank 


Mr. A. Horace Reid, C.B.E., has been appointed a 
Director of the Ionian Bank. 


Lazard Bros. 

Mr. Herbert Chipperfield retired at the end of last 
year from the service of Lazard Brothers & Co., Limited. 
Mr. Chipperfield, who is 65 years of age, joined the 
Staff of Lazard Brothers & Company in 1894, when that 
firm was a branch of the Paris House of Lazard Fréres 
& Cie. For the last 28 years he has been head of the Staff 
and has worked in close contact both with the Discount 
and the Bullion markets. He retires to the great regret 
of his many friends, whose good wishes accompany him 
on his leaving the City. 


Lloyds Bank 


The Directors of Lloyds Bank Limited announce 
that Mr. Lyell Bryant Robinson has been elected to a 
seat on the Board. Mr. Robinson is a Director of 
Austral Trust Limited & other Companies. 

Mr. G. W. Handel Biglen has retired, owing to ill- 
health, from the position of Staff Secretary at the Head 
Office of Lloyds Bank Limited. Mr. Biglen was born in 
1876 and educated in Wolverhampton. His first bank- 
ing appointment was with Lloyds Bank in 1913, when 
he became Staff Registrar at the Head Office. He was 
appointed Staff Secretary in 1916. Mr. Biglen has for 
ten years or so served on the committee of the Bankers’ 
Health Insurance Society, and the Bank Clerks’ Orphanage. 

Mr. G. H. Stockman has retired from the position of 
Joint Manager of Lloyds Bank Limited, New Street, 
Birmingham. Mr. Stockman was born in 1873 and 
educated at Newton Abbot Grammar School. In 1903 
he joined the Devon and Cornwall Bank at Redruth, and 
in 1913 transferred to the Kingston, Portsmouth Branch 
of Lloyds Bank. He was appointed an Inspector at the 
Head Office of Lloyds Bank in 1917. Three years later 
he became Manager of the Commercial Road, Portsmouth 
Branch, and in 1922 was appointed Manager at Gloucester. 
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He was appointed Joint Manager at New Street, Birming- 
ham in 1924. Mr. Stockman’s family have long been 
associated with banking. His grandfather, the late Mr. 
W. J. Watts, J.P.D.L., of Forde House, Newton Abbot, 
was Head of the old Private Bank of Watts Whithorpe 
& Co., the South Devon Bank, which amalgamated with 
‘ee & Counties Bank, since absorbed by Lloyds 
ank. 


Lloyds & National Provincial Foreign Bank 

Sir Felix Schuster has retired from the Board of 
Lloyds & National Provincial Foreign Bank Limited, 
owing to continued ill-health. 


Mercantile Bank of India 


Mr. E. W. Paton and Mr. W. A. Cruden have been 
appointed Managers in London of the Mercantile Bank of 
India. Mr. A. R. Linton has retired after 42 years’ 
service with the Bank. 


National Bank of Australasia 

Major-General Sir Thomas William Glasgow has been 
appointed to the Board of Advice in Queensland of the 
National Bank of Australasia. He succeeds Mr. T. F. 
Moxon. 


P. & O. Banking Corporation 

The Directors of the P. & O. Banking Corporation, 
Ltd., announce that Mr. A. H. Ferguson, Chief Manager 
of the Chartered Bank of India, Australia and China, 
has joined their Board as from January I, 1936. 


Chartered Bank of India, Australia and China 


The Chartered Bank of India, Australia & China 
announce that Mr. M. M. S. Gubbay, C.S.I., C.LE., 
joined their Board on January 1, 1936. Mr. Gubbay 
is the General Manager and a Director of their affiliated 
Institution, the P. & O. Banking Corporation Ltd. 


Royal Bank of Canada 

Three new Assistant General Managers, Mr. Burnham 
L. Mitchell, Mr. James Muir and Mr. Harold G. Hesler, 
have been appointed at the Head Office, Montreal, of 
the Royal Bank of Canada. 
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Mr. Burnham L. Mitchell, a native of Nova Scotia, 
has been Supervisor of Ontario Branches since 1934. 
Previously he had held managerial posts at St. John’s 
(Newfoundland), Halifax, Vancouver and Toronto. Mr. 
Mitchell will continue to supervise Ontario Branches 
from headquarters at Toronto. 

Mr. James Muir, who for the past four years has been 
General Inspector of the Bank, is a native of Scotland. 
He joined the Royal Bank of Canada at Moose Jaw, 
Alberta, in 1912, after having served three years with the 
Commercial Bank of Scotland, and one year with the 
Chartered Bank of India, in London. He next served 
in the Inspector’s Department and the Grain Exchange 
Branch in Winnipeg of the Royal Bank of Canada, the 
Credit Department at Head Office, and the Supervisor’s 
Department, Winnipeg. He then spent three years as 
Assistant Supervisor of the Bank’s business in Central 
and South America, with headquarters in New York, 
afterwards becoming Manager in Winnipeg, and finally 
General Inspector at Montreal. 

Mr. Harold G. Hesler, Secretary of the Bank, is an 
Ontario man, who began at the Welland Branch as a 
junior in 1910. He has held responsible posts in Winnipeg, 
Havana, and Montreal. In Montreal he has been in close 
touch with the bank’s foreign business and has visited 
personally the more important branches both in the 
Dominion and abroad. He was appointed General 
Inspector in I93I. 


Union Bank of Manchester 


Mr. F. Ashford Eve, Assistant General Manager of the 
Union Bank of Manchester, has been appointed a General 
Manager of the Bank. Mr. Eve entered the service of 
the London & South Western Bank at the beginning of 
1894. After several years at the Head Office in Fenchurch 
Street, he was appointed Manager of the Stock Exchange 
Branch on its opening in 1912. 

The London and South Western Bank was 
amalgamated with the London and Provincial Bank at 
the end of 1917, and in 1920, two years or so after 
Barclays Bank had absorbed the London Provincial and 
South Western Bank Limited, he was transferred to 
Manchester, and was appointed District Manager of 
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Barclays Bank Limited in the area controlled by 
Manchester, i.e., roughly from Crewe to Barrow-in- 
Furness. 

In 1923, in addition to being District Manager of 
Barclays Bank Limited, Mr. Eve was appointed a Joint 
Manager of Branches of the Union Bank of Manchester 
Limited, which is closely affiliated with Barclays Bank 
Limited. In 1934 he gave up his appointment with 
Barclays Bank and became Assistant General Manager 
of the Union Bank of Manchester Limited. 

Mr. P. M. Forrester, of Manchester, has been appointed 
to a seat on the Yorkshire Local Board of the Union Bank 
of Manchester. 

















Williams Deacon’s Bank 

Williams Deacon’s Bank Ltd., announce the retire- 
ment from the Board, owing to advancing years, of Mr. 
George Hervey Wood, who has been connected with the 
Bank for sixty-nine years. Mr. Wood was a General 
Manager for thirteen years, and for the last twenty-one 
years has been a Director. 













Obituary 
Mr. Robert Kay 


We have to record with deep regret the sudden death 
on January 15 of Mr. Robert Kay, Principal of the 
Foreign Exchange Department of the Bank of England. 
Mr. Kay gained his early banking experience in the 
Ottoman Bank of London and in Lazard Brothers & Co. 
His first responsible post was in the foreign exchange 
department of Brown, Shipley & Co., and in I1g1o he was 
appointed London Manager of the National Bank of 
Turkey on the opening of the London office. During the 
war Mr. Kay joined the Finance Section of the Ministry 
of Blockade. He was appointed financial adviser to the 
Austrian National Bank in Vienna from 1923 to 1927, 
and two years later he was appointed to the position in 
the Bank of England which he held to the time of his 
death. His responsibilities were greatly increased on 
sterling’s departure from gold in 1931, and in the following 
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year on the formation of the Exchange Equalisation 
Fund, he became responsible for its technical operation, 
though not for questions of policy. Mr. Kay had gained 
a high reputation for his exceptionally wide knowledge 
of foreign banking and exchange, and widespread regret 
has been expressed in the City at his death. He came of 
a foreign banking family, for his father had been Manager 
of the Anglo-Austrian Bank in Vienna. 


American Banking 


By a Correspondent 


HE controversy over whether steps should im- 
mediately be taken to reduce the abnormal 
volume of excess bank reserves as a precaution 
against future inflation came to a head in the latter half 
of December, and was resolved by a formal statement 
on the part of the Federal Reserve authorities indicating 
that nothing would be done at this time. 

Among bankers the leadership of the movement in 
favour of the immediate action to reduce excess reserves 
had been taken by the Chase National Bank, whose 
economist, Dr. Benjamin M. Anderson, Jr., had opened 
the discussion last October and whose chairman, Mr. 
Winthrop W. Aldrich, carried it further in a speech 
made early in December. The opposition was led by 
J. P. Morgan & Co., one of whose partners, Mr. S. Parker 
Gilbert, in a letter to the New York Times, argued 
strongly against any action that might check recovery 
just as it was well begun. There was thus carried further 
the conflict of views between these two important insti- 
tutions which first broke out in the midst of the banking 
holiday of 1933, when Mr. Aldrich published a programme 
of “ banking reform ’’ that struck directly at the Morgan 
interests. It was carried still further during the dis- 
cussions over the Banking Act of 1935 when the head 
of the Chase National Bank opposed the efforts of the 
Morgan interests to restore to banks of deposit the 
privilege of underwriting new securities. 

On this occasion the Morgan viewpoint has prevailed. 
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Whether or not it had any influence upon the Federal 
Reserve authorities, the latter, on December 18, issued 
a statement indicating that no immediate action would 
be taken with respect to excess reserves, but that the 
problem would be closely watched. In Wall Street the 
Morgan pronouncement on the subject appeared to have 
a persuasive influence, testifying to the continuing 
prestige of that firm, for whereas opinion had seemed 
very much divided before the Morgan point of view 
was made known, almost the entire banking community 
subsequently lined up in opposition to any immediate 
restriction of bank reserves. At the moment the matter 
remains of academic interest, but if further expansion of 
business should bring with it a reviving demand for bank 
credit, the stand just taken by the bankers and formally 
approved by the Federal Reserve authorities may turn 
out to have been a very important decision. 

The year-end statements of the banks provided a 
renewed display of the enormous expansion of bank 
deposits that has resulted from the Government’s large 
expenditures during the past year. Almost without 
exception the leading Wall Street banks reported the 
highest deposit figures in their histories, but, as has been 
the case for some time, the bulk of their assets consisted 
of cash or holdings of Government securities. Loans 
and discounts, on the whole, were little changed from a 
year ago. 

The following table shows the principal changes in 
deposits and loans and investments of reporting member 
banks of the Federal Reserve System in ror leading 
cities of the country in the past month and year : 


(In millions of dollars) Increase or 
Decrease since 
Dec. 31, Nov. 27, Jan. 2, 


1935 1935 1935 
Demand deposits, adjusted .. - 13,888 —130 + 2,474 
Deposits of foreign banks - ua 443 +6+ 
Total loans and investments .. - 20,895 +263 +1,413 
Loans on securities... - ‘ 3,274 +166 + 8&2 
Other loans os ; 4,975 — 69 + 52 


U.S. Government direct and indirect 
obligations .. os es ‘ 9,594 +156 + 1,182 
Other securities 3,052 +10 + 


Reserve with Federal ‘Reserve Banks 4,597 —162 + 1,379 
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In the interests of greater accuracy the banks’ holdings 
of obligations fully guaranteed by the United States 
Government, which in this tabulation have previously 
been included with “ other securities,” have been added 
to the total of direct obligations of the Government. 
The inclusion of indirect and direct Government obli- 
gations as a single item in the published reports of the 
banks has been authorised by the Controller of the 
Currency and is now generally employed by the banks. 
On December 31, holdings of indirect obligations of the 
reporting banks in Ior cities were $1,126 millions. In 
addition, the item of reserves held by the banks has been 
included, in view of the importance attaching to that 
item at the present time. 

The year’s increase of $2,474 millions in demand 
deposits, adjusted (representing the “‘ bank money” 
at the disposal of the community, exclusive of time 
deposits, Government deposits or interbank deposits) 
has been accompanied by a rise of only $1,413 millions 
in the total of loans and investments, while the idle 
reserves of the banks have gone up by almost as much 
as have their earning assets. Moreover, the increase 
that has occurred in earning assets has been almost 
entirely in the form of larger holdings of Government 
securities, either direct or indirect obligations, the 
aggregate rise of loans on securities, other loans and 
other investments being only $231 millions. 

The figures give ample support to the contention of 
those bankers who opposed action to restrict reserves, 
namely, that there has been no “inflation” of bank 
credit in the sense of expansion of loans to the public 
to support security speculation or business expansion. 
On the other hand they reveal a striking “ inflation ”’ 
of the supply of ‘‘ bank money ” which has resulted in 
part from the deficit financing of the Government and 
in part from the huge influx of gold from abroad. It is 
this increase of bank deposits in the hands of the public 
which has financed the rise of security prices on the 
basis of ‘“‘cash buying’ and which has _ rendered 
unnecessary public resort to bank credit. Meanwhile 
the surplus of bank reserves, which reached more than 
$3,300 millions in December, was temporarily reduced 
by $600 millions over the December 15 period of tax-date 
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financing. It appears likely to rise to new high figures 
early this year, and remains a potential source of some 
$33,000 millions of increased bank credit. 

Business and banking affairs promise this year to be 
even more strongly influenced by political considerations 
than they have been in the year just ended. Early in 
January the Supreme Court invalidated the Administra- 
tion’s entire agricultural programme by finding un- 
constitutional the Agricultural Adjustment Act. The 
decision was so sweeping as to make it appear likely that 
many other New Deal laws would be thrown out. 
Following the invalidation of the N.R.A. last year 
it has virtually wrecked the structure of New Deal 
recovery measures. The entire basis of President 
Roosevelt’s 1937 budget, involving total expendi- 
tures of $6,752,606,370 and a contemplated deficit of 
$1,098,388,720 against an estimated deficit for this year 
of $3,234,507,392, was completely destroyed by the 
Supreme Court judgment on the same day as it was 
introduced. A further unbalancing factor is the virtual 
certainty of veterans’ bonus legislation. Congress and 
the Administration, rebuffed by the Supreme Court and 
faced with an increasingly bold and aggressive oppo- 
sition from business and financial leaders, are not likely 
to submit tamely. It is more likely that the current 
session of Congress, leading up to the national elec- 
tions next Fall, will show strongly radical tendencies, 
accompanied possibly by further “ punitive”’ legislation 
directed against the opposition of “big business.” 
There is much renewed vague talk of inflation. While 
no specific suggestions of further currency manipulation 
have been heard in responsible quarters, the collapse 
of the Administration’s farm programme, if it were to 
bring a fall in prices, might easily reopen that field of 
experiment, particularly so since it is the only important 
field in which the New Deal has been supported by the 
Supreme Court. 





159 





French Banking 


By M. Mitzakis 


HE events witnessed in France during December 
showed the extreme sensitiveness of the Paris 
money market to political events, whether internal 
or external. During the first half of the month, the fear 
of a cabinet crisis affected the franc, the tendency of 
which remained very uncertain. Although there was no 
further outflow of gold during this period, the volume of 
funds available was very small and the market rate of 
discount did not decline below the official rediscount rate 
of the Bank of France. The situation improved, however, 
after M. Laval’s victory at the debate on the political 
leagues. The settlement of this awkward question, and 
especially the manifestation of the unity of views shown 
by the Chamber of Deputies, had a reassuring effect. 
From December 16, foreign exchange holdings were 
being realised and the franc became firmer. In the money 
market funds became somewhat more plentiful and the 
Caisse Autonome was able, thanks to repatriation and 
dishoarding, to reduce its lending rate on bons de la 
défense nationale from 4} to 4 per cent. This decline 
foreshadowed a reduction of the Bank rate, which was 
expected to take place on Thursday, December Ig, 1935. 
The Bank rate would certainly have been reduced but 
for a change in the situation which upset all calculations. 
The resignation of Sir Samuel Hoare and M. Herriot on 
December 18 caused a revival of fears which had been 
temporarily allayed, and the possibility of a cabinet 
crisis was once more envisaged in France. These fears 
resulted in a firmer tendency in the foreign exchange 
rates and in a new tension in the money market. In face 
of such unexpected developments, the Bank of France 
abstained from reducing its rediscount rate. 

During the second half of December the dollar on 
several occasions touched its gold export point, and gold 
shipments were made from Paris to New York. Their 
amount was not, however, substantial owing to the 
scarcity of available funds in France. The general 
stringency of funds before the end of the year prevented 
arbitrage houses from shipping quantities of gold. Before 
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the end of the month there was another change in the 
position. The vote of confidence following upon the 
foreign affairs debate on December 27 showed that 
Parliament had no wish to overthrow the Government 
of M. Laval. There was a slight recovery of the franc. 
Sterling rate dropped from 75 to 74-50, while the dollar 
declined from the gold export point of 15-19 to 15-12. 
Thanks to this revival of confidence the Bank of France 
was able to reduce its rediscount rate from 6 to 5 per cent. 
This measure was very welcome in business circles, which 
were adversely affected by the high interest rates. A 
further reduction to 4 per cent. was made on January 9. 


End of Endof End of 
Oct., Nov., Dec., 
1935 1935 


% 
Banque de France, rediscount rate 6 
Market rate of discount ar ot er 5% 
Day-to-day money .. os - 4 ‘ 5+ 


Loans on Bons de la Défense Nationale :— 
Market rate for I month.. - i‘ 6 
Market rate for 3 months i ae 6 
Rates of loans on securities :— 


On the Parquet Ss ee a 
On the Coulisse_ .. 7 “* . 2 


In December the return of the Bank of France did not 
show any fundamental changes. The gold reserve in- 
creased from Frs. 66,191 millions to Frs. 66,296 millions, 
an increase of Frs. 105 millions. This increase was due 
to sales of gold by the Bank of Italy and also to a decline 
in hoarding. In fact, a number of gold bars were surren- 
dered to the Bank by private holders. At the same time, 
gold was shipped on private account from London to 
Paris. The following table compares the returns of the 
Bank of France at the end of December with those of 
the end of November and October. 

There was a reduction in foreign exchange reserves 
from Frs. 1,171 millions to Frs. 1,121 millions. Redis- 
counts dropped from Frs. 11,218 millions to Frs. 9,918 
millions. This decline may appear abnormal at first 
sight, for as a general rule there is an increase of credit 
requirements at the end of the year. This year, however, 
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there was an acute crisis at the end of November, and 
there was an exceptionally strong demand for credit. 


End of Endof End of 
Oct., Nov., Dec., 
1935 1935 1935 





ASSETS. (millions of francs) 
Gold Reserve a Lea ie .. 72,158 66,191 66,296 
Foreign Exchange reserve (total) .. ie 1,045 1,171 1,121 
Sight ne - - - ‘i 8 106 10 
Time - ws i ss “a 1,037. 1,065 =~ 1I,III 
Discounts (total) .. Re ‘a .. 8319 11,218 9,918 
Bills of France... - ‘a .. 8,077 10,005 9,711 
Bills on Foreign countries - us 242 213 207 
Advances on bullion tee ee 4 1,210 1,192 1,204 
Advances on securities a - .. 3,130 3,270 3,253 
Advances up to 30 days... * - 73 ~=«1,088 573 
Bonds of the Caisse Autonome ... nh 5,800 5,800 5,800 
LIABILITIES. 
Note circulation 7 ot - .. 82,035 82,447 81,150 
Current and deposit accounts (total) .. 14,283 12,187 11,578 
Of which— 
Treasury .. oe re “i ‘i 98 81 65 
Caisse Autonome .. an oe -- S808 2948 2,997 
Private accounts .. a“ “ -. 11,228 9,185 8,497 
Sundry... i ‘ie os “ 157 176 219 
Total of sight liabilities .. +“ .. 96,318 94,634 92,728 
Percentage of gold cover .. va .» 74°92% 69°94% 71°50% 


The decline in rediscounts was accompanied by a 
reduction in advances against securities from Frs. 3,270 
miilions to Frs. 3,253 millions, and of thirty-day advances 
from Frs. 1,088 millions to Frs. 573 millions. The only 
item which showed a slight increase was that of loans 
against bullion, which advanced from Frs. 1,192 millions 
to Frs. 1,204 millions. The total credit granted by the 
Central Bank declined from Frs. 16,768 millions at the 
end of November, to Frs. 14,948 millions at the end of 
December, a fall of Frs. 1,820 millions. This reduction 
was accompanied by a contraction of sight liabilities from 
Frs. 94,634 millions to Frs. 92,728 millions. Since the 
gold reserve slightly increased, the reserve ratio increased 
from 69-94 per cent. at the end of November to 71-50 per 
cent. at the end of December. 

At the beginning of 1935, the percentage of the gold 
cover exceeded 80 per cent. The two monetary crises 
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that took place in May and in November resulted in a 
fairly substantial weakening of the franc, but its position 
remains very strong. If it were possible to solve the 
financial problem, the question of devaluation would not 
arise. Praiseworthy efforts were made in 1935 to improve 
the financial situation. Between July and October the 
Government of M. Laval adopted a series of decrees which 
reduced considerably the budgetary deficit. The total 
of economies amounted to five milliard francs for the 
budget of 1936. France has every right to be proud of 
this result, since it has been obtained at the cost of heavy 
sacrifices imposed on rentiers and Government officials. 

In spite of this effort, budgetary equilibrium has not 
yet been restored. Thanks to the economies by decrees, 
the total of expenditure was reduced to about forty 
milliard francs, against forty-nine milliards in 1935. It is 
not certain, however, that revenue will attain forty 
milliard francs or that the budget of 1936 will be balanced. 
In his report submitted to the Senate, M. Abel Gardey 
declared that it was necessary to expect a disappointing 
result of taxation receipts. In particular, the measures 
taken against fiscal evasion are not likely to produce 
the desired results. At the same time, expenditure on 
unemployment relief was, in his opinion, under-estimated. 
The cost of the interest on the floating debt was calculated 
at only 2-40 per cent., although Treasury bills cannot at 
present be placed under 5 per cent. Even though there 
may be a fall in the rate of short-term borrowing, it is 
doubtful whether the figure could be reduced to 2:40. 
For these reasons he considers it prudent to anticipate a 
deficit of 14 to 2 milliard francs. If the actual deficit 
were not in excess of that figure, the financial situation 
would not be too embarrassing. As, however, M. Gardey 
pointed out, it is also necessary to bear in mind the extra- 
ordinary budget, the amount of which is over Frs. 6 
milliards and which has to be covered entirely by loans. 
To this amount a series of items has to be added since 
they have to be met by the Treasury. Even though 
these items are on principle recoverable, to some extent 
they have to be regarded as budgetary expenditure. 
Their amount is Frs. 4 milliards. Allowing for all these 
factors, it is evident that the French Government will 
have to borrow in 1936 Frs. 12 milliards to meet the 
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deficit of the ordinary and extraordinary budget and to 
meet various engagements. 

In 1935 the amount that had to be found by loan was 
much larger, for its total was Frs. 18 milliards. Unques- 
tionably, progress has thus been made this year. The 
amount of loans to be raised is, however, still considerable. 
Will the Treasury be able to raise the funds it requires ? 
It will certainly not be in a position to find them in the 
money market. It might, however, be able to obtain 
them by appealing to savings. It ought to be borne in 
mind that the hoarding of gold and bank notes in France 
has never been as large as it is at present. It is believed 
to exceed Frs. 40 milliards. In order, however, to induce 
these funds to seek re-investment, it is necessary to 
restore confidence, and it is also essential that the Govern- 
ment should endeavour to provoke a revival of optimism. 
This is not a superhuman task, since there are signs of 
trade revival in France, and M. Gardey, in his report, 
appealed to the authorities to take steps for the further 
development of trade. He does not indicate what steps 
he has in mind, but the certainty of political stability 
and the hope of a gradual reduction of interest rates 
would undoubtedly be sufficient to precipitate the revival 
of business activity. 


*,.* Since this report was received, M. Laval’s Govern- 
ment has resigned, and there has been further pressure 
upon the franc. 


German Banking 


By A Correspondent 


HE pressure on the resources of the Reichsbank 
T at the end of 1935 was substantially in excess of 

the pressure a year ago. Total end-of-year 
lending amounted to Rm. 639 millions, against Rm. 
488 millions at the end of 1934. While the increase in 
the note issue was not as large as a year ago, that of 
balances was more substantial. This change and also 
the increase in loans are the results of the changed money 
market policy. Since May, when the German Gold 
Discount Bank began to issue promissory notes, the 
resources of the money market have found employment 
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in these notes. As a result, it was necessary during the 
last few months to fall back upon the Reichsbank at the 
end of the month to an increased degree. 

The following table compares the figures of the 
Reichsbank at the end of last year with those of the end 
of the three previous years :— 

End of Endof Endof End of 
1932 1933 1934 1935 


(in millions of Reichsmarks) 
Loans nF oa a a 2,983 3,409 4,211 4,636 
Securities .. me my as = 259 445 349 
Other Assets = ea ics g20 542 645 685, 
Gold and bronze exchange a g20 396 84 88 
Balances .. - - oe 540 640 984 1,032 
Note circulation .. re ae 5.469 5,722 5,989 6,384 


The gold and foreign exchange reserve of the Reichs- 
bank increased slightly during the past year as a result of 
the collection of old claims against Soviet Russia. During 
the last few months, however, there was a decline owing 
to the necessity of increasing allotments for food imports, 
so that on balance the net increase for the year was 
negligible. At the end of 1935 the note-issuing rights of 
the four private note-issuing banks of the States of Baden, 
Bavaria, Wurtemburg and Saxony expired. As a result, 
the gold reserves of these institutions amounting to 
Rm. 73 millions will be acquired by the Reichsbank. 
The date of the transfer has not yet been fixed. It 
depends on the progress of the conversion of the private 
bank notes. However it may be, even these Rm. 73 
millions can make no material difference to the shortage 
of foreign exchange. 

The loans of the Reichsbank increased during the 
past year by over Rm. 400 millions, which compares 
with an increase of Rm. 800 millions in 1934. At present, 
the loans are higher by Rm. 1-65 milliards than at the 
end of 1932. On the other hand, substantial amounts 
of Treasury bills held by the Reichsbank were redeemed 
out of the proceeds of the Government loans issued during 
the past year. The issue of promissory notes through 
the Gold Discount Bank had a similar effect. It enabled 
this affiliate to take up about Rm. 700 millions of bills 
during the past year. Thanks to this policy, it was 
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the possible to consolidate a substantial part of the amount 
the used up for public works and rearmament. 
The increase of private balances with the Reichsbank 
the was also much less substantial in 1935 than in 1934, 
nd which was again due to the new money market policy. 
As is well known, part of the increase of these balances in 
1 of previous years was due to the transfer moratorium. In 
35 1935, however, in spite of the payments received by the 
— Conversion Office, its balance with the Reichsbank 
) declined from Rm. 273 millions to Rm. 204 millions. 
636 This, however, was because the Conversion Office invested 
20 elsewhere during the past year part of the amounts held 
a up by the transfer moratorium. At the end of 1935 these 
032 investments amounted to Rm. 217 millions. The 
384 balances with the Reichsbank included also the credit 
balances on foreign clearing accounts and other exchange 
hs- accounts. The amounts involved are not, however, 
: of public. 
ing The note issue increased in 1935 to a larger extent 
ing than during the previous year. The increase against 
rts, 1932 amounts to more than Rm. goo millions, or nearly 
vas one-sixth. As the revival of activity in trade has not 
; of continued lately and there was, in fact, a setback in the 
en, industries producing consumption goods, the increase of 
ult, the note circulation became reversed. 
to During the first week of January, 1936, the Reichs- 
nk. bank reduced its commitments over and above the 
It amount of its loans granted at the end of the year. This 
ate was the first result of the new loan. Rm. 500 millions of 
73 4} per cent. bonds of the German State Railway Company 
age were issued between the 6th and the 16th January. It 
was necessary to consolidate the short-term liabilities of 
the the State Railways contracted in connection with capital 
ures expenditure. The terms were fixed so as to make it 
ent, worth while to pay in an instalment before the beginning 
the of the subscription. The amounts thus received affected 
ints the figures of the Reichsbank, enabling it to reduce its 
ned bill holdings. 
ring Changes in the monthly return of German commercial 
ugh banks in November were moderate. The outside re- 
bled sources of the five leading Berlin banks continued as far 
bills as the deposits of other German banks were concerned. 
was The deposits of the banks’ own clientele did not fall 
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further. Standstill credits declined further during the 
last few months. In some instances, however, unavailed 
amounts have been drawn upon to an extent that is 
estimated at Rm. 100 millions. 

On the assets side, loans continued to decline in 
November. This and the decline of acceptances and 
guarantees is a sign of the shrinkage of credit require- 
ments. Between February and November, 1935, the 
loans of the five big Berlin banks declined by Rm. 365 
millions. On the other hand, the holdings of bills, 
Treasury bills and securities increased by Rm. 212 
millions. 

In so far as the decline of the banks’ outside resources 
was not due to repayment of foreign credit, it was a sign 
of improving liquidity. The genuine deposits further 
increased in 1935. The changes inevitably affected the 
earning capacity of the banks, especially as the margin 
between interest rates further contracted. On the other 
hand, the quality of debtors improved, and as a result 
of the rise in security prices the inner reserves of the 
banks must have increased. It remains to be seen 
whether the three big banks with branches will be able 
to resume dividend for 1935. Possibly their attitude will 
not be this time unanimous, since even last year one of 
them was inclined to declare a dividend. 

The progress in the liquidation of the consequences 
of the crisis of 1931 is also indicated by the annual report 
of the Akzeptbank dated June 30, 1935. The bank was 
created in 1931, and at the end of that year it granted 
support amounting to Rm. 1,620 millions. By the end of 
1935 these crisis credits were repaid almost completely. 
At the end of 1934, the Dresdner Bank continued to 
avail itself of a large acceptance credit of this institute. 
At the beginning of 1935 this was fully repaid. By the 
middle of 1935 there were only Rm. 9-56 millions of 
credits to banks outstanding. The credits to official 
banking institutes were also reduced to Rm. 102 millions, 
and during the second half of 1935 these credits were 
transferred to other institutions. Thus, the Akzeptbank, 
whose shares are now entirely in the possession of the 
Government, has concluded its original task. In the 
meantime, however, it has embarked upon new functions. 
The most important of them was the assistance to private 
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bankers in connection with the liquidation of Jewish 
banking firms. The result was the transfer of clientele to 
the big banks. The non-Jewish private banking firms 
have now obtained strong support from the Akzeptbank. 
Nevertheless, the trend towards the decline of private 
bankers in Germany cannot be arrested. 


Latin America 


By a Correspondent 


N accordance with the provisions of the five inter- 
| related financial and banking reform measures passed 

by the Argentine Congress in the early months of 
1935, the new Central Bank which opened for operations 
on June 6 last has recently been engaged in taking over 
the machinery of the Exchange Control and the official 
exchange accounts. The returns of the Central Bank 
continue to show a strong position, the gold holding at 
home on November 30, 1935, being still shown at a 
total of 1,224,417,646 pesos—the revalued figure of the 
gold formerly held by the superseded Conversion Office. 
Gold and foreign currencies held abroad at the same 
date were 125,344,117 pesos, compared with 117,014,036 
pesos at June 30, 1935. The note issue having declined 
from 940,025,090 to 939, 979, 290 pesos, the guarantee in 
gold and foreign currencies thereagainst has risen to 
143°60 per cent.; the guarantee against the note issue 
and sight liabilities combined has fallen slightly from 
81-74 to 79°39 per cent. 

The transfer of the exchange control régime to the 
Central Bank took place under the terms of a Decree of 
the Argentine Ministry of Finance dated November 14 
last, which suppressed the system whereby holders of 
exchange permits tendered for “ official ’’ exchange. The 
corresponding rate, which was previously established by 
means of auctions, is now being fixed by the Central 
Bank, and it is of special interest to note that a state- 
ment was made at the time of the Decree to the effect 
that the considerations which led to the step being taken 
were that the state of emergency which made it necessary 
two years previously to institute the “ tender ’’ system 
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had disappeared. Furthermore, the Exchange Profits 
Fund had attained such magnitude as to make it possible 
to regulate the exchange market efficiently, prevent sharp 
fluctuations in the value of exchange and allow the 
applications of holders of prior exchange permits to be 
satisfied, notwithstanding any variations which might 
take place in the daily supply of exchange. It was 
added that the direct determination of the rate of 
exchange by the Central Bank would represent an 
important step towards a “ free’’ exchange market, 
which is the fundamental object of the Government’s 
exchange policy. In fact, the Central Bank has quoted 
its official selling rate of exchange in place of the former 
official tender rate since January 2, 1936, although up 
to the present the actual quotation has not varied from 
the figure of 17:02 pesos per {, which is at the same 
level at which the “average tender’ rate had been 
quoted officially by the Control throughout the last 
quarter of 1935. The fact that there has thus been no 
change in the effective selling rate for official exchange 
has been in accordance with anticipations, although it 
is none the less disappointing to the railway companies, 
importers and other remitters, who had hoped for some 
slight lowering of the remittance rates, especially in view 
of the continued accumulation of exchange profits to the 
Government from the margin between their purchases of 
export bills at 15 pesos per £ sterling and their sale in the 
official market. 

Apart from the abolition of the exchange “ tender” 
system there has been no change in the system of 
exchange control. The necessity for obtaining prior 
permits for the purchase of official exchange continues, 
whilst goods imported into Argentina without a permit— 
mainly from countries having a favourable trade balance 
against Argentina or having no special trade agreement 
with the Republic—will continue to pay the 20 per cent. 
surcharge in exchange over the “ official” rate. This 
is all to the good so far as British exports to Argentina 
are concerned, as prior permits continue to be smoothly 
forthcoming for imports from this country. The latest 
available returns of the foreign trade of Argentina show 
that the United Kingdom continues to occupy the 
leading position in the import trade of the Republic. 
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While, however, the value of imports from this source 
in the first eleven months of 1935 shows an absolute 
increase to 217,075,805 pesos, compared with 210,269,298 
pesos in the corresponding period of 1934, the relative 
proportion to the total Argentine imports was reduced 
slightly to 21-2 per cent., against 22-5 per cent. Imports 
from the United States also show an absolute increase, 
but, as in the case of Great Britain, the proportion to the 
total Argentine imports declined to 14-5 per cent., 
against 15-0 per cent. The percentages of purchases 
from Germany, France and Italy were all lower, but 
purchases from Japan increased to 43,880,720 pesos, 
against 20,806,859 pesos, the corresponding popes 
of Argentine total imports having been 4-3 and 2-2 per 
cent. 

The Argentine Government has continued to apply 
the policy of developing the local capital market in Buenos 
Aires, and in October a new loan of 50 million pesos of 
44 per cent. Credito Argentino Interno 1935 Bonds was 
issued to finance public works, whilst in November 
short-dated Treasury bills up to a maximum of 25 million 
pesos were offered for public tender. Important conver- 
sions have also been carried through in respect to 
outstanding loans of the Municipality of Buenos Aires. 

In connection with the exchange position, the Ar- 
gentine authorities must have under close consideration 
the possible effects of the serious shortages anticipated 
in the forthcoming fine cereal crops. With the large 
foreign currency reserves now available, however, and 
the new machinery set up by the establishment of the 
Central Bank, it is believed that violent fluctuations in 
exchange rates such as have always characterised the 
Argentine exchange in former seasons of crop shortage 
will be obviated this year. As a preliminary step to 
meet the situation, a Decree was issued under date 
December 12 last whereby the minimum basic prices 
at which the Grain Regulating Board is prepared to 
purchase grain were raised from 5-75 to 10-00 pesos per 
100 kilos for wheat, and from 11-50 to 14-00 pesos for 
linseed. Apparently the pulse of the market was 
accurately gauged, for market prices immediately re- 
sponded and have since remained above the new level of 
those quoted by the Grain Regulating Board. As, how- 
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ever, any losses incurred by the Board have to be com- 
pensated from the Exchange Profits Fund, further action 
in regard to conceding better exchange rates to remitters 
would appear to depend mainly upon open market grain 
prices remaining buoyant. Apart from this factor, 
negotiations are now proceeding for the renewal of the 
Anglo-Argentine Trade Agreement which expires in May, 
1936, and there is reason to believe that official pressure 
is being brought to bear upon Argentina for more favour- 
able treatment of British capital—especially so far as 
concerns conversion rates of earnings into sterling. 

At the time of the passing of the inter-related finan- 
cial reform measures last year, there was envisaged the 
establishment of a Banks’ Investment Mobilising Institute, 
the object of which was to acquire from banks any frozen 
investments and to dispose of them gradually, particular 
attention to be given to agricultural colonisation. The 
first results of the functioning of this new organisation 
have now become known. A new bank was formed in 
Buenos Aires in December last with a capital of 20 million 
pesos, styled the Banco Espanol del Rio de la Plata, for 
the purpose of taking over the liquid assets and deposits of 
four local Argentine banking institutions, namely, the 
Banco El Hogar Argentino, Ernesto Tornquist & Cia., the 
Banco Argentino Uruguayo and the Banco Espanol del 
Rio de la Plata. The deposits of the four banks in 
question, together with an equivalent quantity of assets, 
have been transferred to the Mobilising Institute, and the 
deposits, together with suitable liquid assets and cash 
have, in turn, been handed over to the new Bank. The 
strictly banking business of the four merging Institutions 
has also been transferred to the new Bank, which com- 
menced operations at end December, whilst the assets not 
capable of immediate realisation are being retained by 
the Institute for eventual liquidation. 

The Anglo-Brazilian Payments Agreement, which 
was signed in London in March last, has not yet been 
brought into operation, although this is expected shortly 
when the necessary data in relation to outstanding 
accounts have been reconciled on both sides. It is 
understood that the Brazilian Congress had already given 
its approval to the arrangement of the necessary credits 
amounting to £6 million sterling. All imports into Brazil 
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now have to be covered through the “ free ’’ exchange 
market and the rate therein has recently shown a weak 
tendency. The higher “free’’ exchange rate for the 
milreis naturally raises the local cost of imports, but, 
nevertheless, the latest returns of Brazilian foreign trade 
show that imports continue to expand, whereas exports 
show a small reduction. The latest figures relate to the 
first ten months of 1935, when imports were {22-4 millions 
(gold), against {20-6 millions in the corresponding period 
of 1934, and exports {27-3 millions (gold), against 
{29-0 millions. As 35 per cent. of the value of most 
export bills have to be surrendered at the official rate 
for Government purposes, this total of exports adum- 
brates the provision of exchange resources for the 
Government for the whole year 1935 amounting to 
some {11-4 millions gold, or £19 millions sterling. It is 
therefore clear that the Federal Government External 
Debt Service under the present funding arrangement, 
costing some {£8 millions sterling, is secure, as well 
probably as the remittances required to meet out- 
standing commercial debts under the various arrange- 
ments, but it is believed that exports must increase in 
order to provide adequate exchange resources for all 
accounts especially in view of the rising trend of imports. 

The Brazilian currency note circulation tends to 
expand, but new metallic coinage to the extent of 
20,000 contos of silver, 20,000 contos of aluminium 
bronze coins and 10,000 contos of nickel coins are to be 
placed in circulation early in 1936 in substitution of 
similar amounts of paper currency. 

The banking movement in Chile continued to expand 
during 1935, bank debits from January to October, 1935, 
having averaged 99-2 million pesos daily compared with 
79°9 millions in 1934. The total value of documents 
passed through the Bank Clearing House also showed a 
similar increase from 44-7 to 53:6 millions daily. These 
figures signify an increase of more or less 20 per cent. in 
the volume of business effected by means of cheques 
and bank debits. Advances of the commercial banks 
have continued to disclose an upward tendency, although 
since April last year the intensity of the movement has 
diminished considerably. The trend of deposits has been 
similar. The daily average of the circulating medium 
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from January to October last was 905-4 million pesos, 
a slight increase on the same period of 1934, but greater 
by 42-1 millions than in 1933. This larger holding of the 
circulating medium has been completely absorbed by the 
requirements of the public. The total value of Chilean 
exports in the first ten months of 1935 was practically 
the same as in the corresponding period of 1934 at 
386-7 million pesos of 6d. (gold), but, on the other 
hand, imports increased to 265-8 million pesos, against 
164-2 millions. 

The conditions in the export exchange market—the 
effective market for Chilean commercial transactions— 
have tended to fluctuate in recent months, the general 
movement in rates being upward, chiefly on account of 
the fact that the supply of exchange to the market from 
official sources has occasionally been withdrawn. The 
current rate is 128 pesos per £ sterling, but it is thought 
that the authorities have resources adequate to obviate 
any undue fluctuations. It has to be mentioned, however, 
that the Exchange Control recently decreed that permits 
in cover of imports from countries having no “‘ compen- 
sation ’’ Agreements with Chile would be given only 
when the goods had arrived in the Republic. This 
ruling renders impossible the opening of documentary 
credits in respect of shipments from the British Empire 
and the United States, and it is hoped that the ruling 
may shortly be modified or withdrawn. 

The recent announcement by Chile of the resumption 
of partial payments of interest and amortisation on the 
External Debt is in accordance with Chile’s known desire 
to endeavour to restore her credit as soon as circum- 
stances allowed and “ within the capacity to pay.” The 
resumption of service was provided for by the Law 
passed at the end of January, 1935, and the initial 
interest to be paid amounting to about } per cent. is 
in accordance with previous authoritative anticipations. 
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International Banking Keview 


ITALY 


HE liquidation of credits granted to Italian banks 
by British and other foreign banks continued 
during the period under review. As far as London 
is concerned, the liquidation is almost complete. It will 
be remembered that the credits were called in at the 
end of August, so that all outstanding bills matured by 
the end of November. Since, however, in a number of 
instances debtors had the option of one renewal, the 
last of these credits will not be completely liquidated 
until about the end of February. The amount actually 
outstanding, however, is very small. One clearing 
bank, which had commitments running into several 
hundreds of thousands of pounds, is understood to have 
only some £2,000 outstanding. The regularity with 
which Italian banks met their maturities created a 
good impression, all the more as it was feared that the 
Italian Government might apply counter sanctions in the 
form of a transfer moratorium. It is beyond doubt that 
once the present conflict is over, Italy’s external credit 
will greatly benefit by the policy adopted in this 
respect. 

Regarding the release of the various lira balances 
blocked two months ago pending an investigation of their 
origin, the state of affairs is not quite so satisfactory. 
While the majority of these balances have been released, 
in many instances they are still blocked, much to the 
inconvenience of their holders. Maturing forward con- 
tracts have been settled partly by arrangements to 
offset one transaction against another and partly by 
agreeing that the seller should re-purchase the lire. 
Holders of blocked lire are now in the awkward position 
of being unable to cover the exchange risk by selling 
forward the amount they hold. Not being able to 
guarantee the delivery, they are not in a position to 
sell, and therefore they have to run the risk of a depre- 
ciation of the lira. The amount involved is not very 
large and it is all the more deplorable that for the sake 
of a small amount the Italian Government should partly 
sacrifice the good reputation acquired by the repayment 
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of acceptance credits, the amount of which was many 
times larger than that of the lira balances. 


SWITZERLAND 


The granting of a moratorium to the Banque Com- 
merciale de Basle last summer was followed by a number 
of failures among small and medium-sized banks. There 
was evidence that the pressure of the withdrawal of 
deposits, partly owing to the flight of capital from 
Switzerland and partly as a result of distrust in the 
banking position, continued. In December it led to the 
difficulties of one of the leading banks, the banking 
house Leu & Co., Zurich. It is one of the oldest Swiss 
banks and one of the six biggest commercial banks of 
the country. The announcement that it had been 
granted a three months’ moratorium came as a surprise 
as it was not realised that the adverse pressure had 
affected the bank to such an extent as to make this step 
necessary. As in the case of the Banque Commerciale de 
Basle, foreign creditors were exempt from the mora- 
torium. After the investigation of the bank’s situation, 
a decision will be reached as to whether or not the 
moratorium will have to be prolonged. 

Swiss banks in general have been making great 
efforts to liquidate their German commitments and 
thereby to increase their liquidity which became reduced 
as a result of the withdrawals of deposits. Owing to the 
depreciation of blocked marks, the liquidation of these 
credits involves heavy losses. The Banque Fédérale 
used 15,000,000 francs of its open reserve for covering 
the losses suffered on liquidated German credits. The 
sales of blocked marks by Swiss banks were largely 
responsible for their depreciation, and this again reacted 
unfavourably upon the Swiss general position, since the 
possibility of buying cheap registered marks diverted 
tourist traffic from Swiss to German winter resorts. 


HOLLAND 


The liquidation of excessive German interests in 
Amsterdam banking made further progress through the 
transfer of the German holding in the banking house, 
Hugo Kaufmann, into British hands. The London 
banking house, S. Japhet & Co., Ltd., has made an 
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agreement by which it has acquired these holdings from 
the Dresdner Bank and the Commerz- und Privatbank 
against its blocked German credits under the standstill 
agreement. The directors of S. Japhet & Co., Ltd., 
have joined the Board of Hugo Kaufmann’s bank, which 
is now under joint Dutch and British control. 

The further reduction of the Dutch Bank rate to 
3 per cent. and the issue of Dutch Treasury bills indicates 
that conditions in Holland are definitely better than 
those of the other countries of the gold bloc. Since 
September there has been no fresh attack on the 
guilder, and even though the budget is unbalanced, the 
Government is well in a position to raise the funds 
required for meeting the budgetary deficit. 


SWEDEN 


Towards the end of the year the Swedish money 
market showed the usual pre-holiday dullness. The 
banking statement at the close of the year revealed a 
slight cash expansion from Kr. 265 millions to Kr. 280 
millions. The most outstanding feature was, perhaps, 
the drop of total advances of the joint-stock banks from 
Kr. 3,878 millions to Kr. 3,828 millions, which chiefly 
affected building credits in connection with the usual 
winter slackening of the building industry, whereas the 
volume of commercial bills did not undergo changes. 
Total deposits maintained their level. The joint-stock 
banks’ debit balances with foreign banks showed a 
slight contraction, whereas the Bank of Sweden’s balances 
with foreign banks show a corresponding rise. On the 
other hand the joint-stock banks’ credit balances with 
foreign banks have increased from Kr. 131 millions to 
Kr. 144 millions, which is normal in view of the adverse 
foreign trade balance during the past months. The 
Bank of Sweden has continued her gold purchases even 
in December, the gold reserve having passed from 
Kr. 398 millions to Kr. 408 millions as per December 31, 
1935. At the same time the note circulation underwent 
the usual holiday increase, with a note volume of 
Kr. 786 millions at the close of the year. 

A number of Swedish banks have now published 
their results for 1935. As expected, the private banks 
can look back upon a year of general improvement, with 
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bigger earning assets and a general consolidation of 
their holdings. 

As revealed by the annual report, submitted by the 
Directors of the Bank of Sweden to the Riksdag, the 
State Bank’s net profits in 1935 amounted to Kr. 4:3 
millions, compared to Kr. 7-3 millions for 1934. In 
view of the absence of any rediscount balances with the 
joint-stock banks, which is the Bank’s chief earning 
activity, and with regard to money cheapness and lower 
rates compared to 1934, the profit reduction is not 
astonishing. 

Among the “ big four,’’ only the Aktiebolaget Stock- 
holms Enskilda Bank has so far announced results, 
which this year show an increase in profits from 
Kr. 7:5 millions to Kr. 8-6 millions. Provision for bad 
debts reached the astonishingly low figure of Kr. 254,000, 
a testimony of the bank’s cautious credit policy. The 
traditional 15 per cent. dividend has been maintained 
and a total of Kr. 13-8 millions has been carried over. 
Of medium-sized banks the Sundsvalls Enskilda Bank 
Aktiebolaget announced an improvement of net profits 
from Kr. 2:28 millions to Kr. 2°44 millions and the 
Soedermanlands Enskilda Bank Aktiebolaget from 
Kr. 801,000 to Kr. 832,000, whereas the Stockholms 
Intecknings Garanti Aktiebolaget profits remain un- 
changed at Kr. 2-5 millions. All three banks have 
maintained last year’s dividend, whereas the State- 
owned Aktiebolaget Jordbrukarbanken has used the 
entire profit of Kr. 1-3 millions for consolidation of her 
assets. 


AUSTRIA 


An agreement has been reached between the foreign 
creditors of the Creditanstalt and the Austrian Govern- 
ment regarding the definite settlement of the “live 
claims’ arising from the Austrian Government’s guar- 
antee of the Creditanstalt’s liabilities. By virtue of this 
agreement, the Government will pay immediately 
60,000,000 schillings and it will undertake to pay twenty 
annual instalments of 2,000,000 schillings each. This 
will be accepted by the creditors in settlement of their 
full claim of 180,000,000 schillings. In addition, the 
Government undertakes to relieve the Creditanstalt of 
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part of the latter’s pensions liabilities, thereby improving 
the chances of the bank of paying a dividend on its 
preference shares held by the foreign creditors. At the 
same time, the holding company which is in charge of 
the realisation of the non-Austrian assets of the Credit- 
anstalt and in which the creditors have an important 
participation, is also making satisfactory progress. It 
may be said, therefore, that the creditors of the Credit- 
anstalt have fared better than they expected to at the 
time of the crisis. The bank itself is making good 
progress and has benefited by the improvement of 
economic conditions in Austria. In fact, the 60,000,000 
schillings which are to be paid by the Government are 
advanced by the Creditanstalt itself. There is reason to 
hope that the bank may be able to resume dividend on 
the preference shares within the next few years. 


Books 


“ HISTORY OF THE LONDON DISCOUNT MARKET.” By 
W. T. C. Kinc. With an Introduction by T. E. 
GREGORY. (London, 1936. George Routledge & 
Sons. 15s. net.) 


It is not often that a reviewer has an opportunity to 
review a book in which its author accomplished the task 
he set himself as completely as did Mr. King in his 
historical account of the London Discount Market. As 
no other book has been published on this subject before, 
he had not the advantage of being able to learn from 
other people’s mistakes. And yet, it is impossible to find 
a flaw in his book. The author solves successfully the 
extremely difficult problem of what to retain of the 
immense material of facts. He avoids over-burdening 
the reader’s memory with too much data, and yet he 
does not omit anything that is essential for the under- 
standing of the development of the London Discount 
Market during the nineteenth century. Although the 
book is evidently the work of a specialist, the author 
was able to view the problems of the discount market in 
the perspective of the general monetary and financial 
Situation. At the same time, he was able to avoid the 
failing common to so many authors, of wandering away 
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from the main subject and including irrelevant material, 

The book deserves to occupy a place on the bookshelf 

of bankers as an important addition to the history of the 

City. We propose to deal with it at greater length in our 

next month’s issue. 

‘““ BALANCES OF PAYMENTS, 1934.’’ Published by the 
League of Nations. (London, 1935. Allen & 
Unwin. 6s. net.) 

THE annual publication of the statistics accumulated 
by the League of Nations on the balances of payments 
of a large number of countries constitutes a valuable and 
in many ways unique source of information. Since the 
publication of these figures was decided upon, the tech- 
nique of calculating balances of payments has undergone 
a remarkable improvement in almost every country. 
This was largely the result of learning by comparison 
with the methods of other countries. Year after year 
progress is being made towards increasing the reliability 
of the calculations. It is a pity that it takes nearly 
twelve months for the League to collect the data and 
publish them. This delay reduces considerably the 
practical value of the material which only gives an 
estimate of what the position of various countries was 
about twelve months before. Now that this service is 
well-established, the League ought to take a step further 
and try to induce the Governments to compile monthly 
balance of payments figures which could then be pub- 
lished in the League Monthly Statistical Bulletin. 


‘“ PROFITS FROM SHORT-TERM INVESTMENT.” By W. 
CoLLIN Brooks. Second enlarged edition. (Lon- 
don, 1936. Sir Isaac Pitman & Sons. 3s. 6d. 
net.) 

Mr. Brooks’ small volume on short-term investment 
met with a well-deserved response, and the author in 
revising his book for second edition enlarged it by adding 
a chapter on Wall Street. He emphasises that the 
English investor who would successfully judge Wall 
Street must have more than a surface knowledge of both 
American and European politics and must be something 
of a master of mob psychology. This is not easy since 
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few national temperaments are more different than those 
of the American and the British. British investors have 
to allow for the American habit of exaggerating. They 
are characterised by an underlying feeling of optimism. 
There are many other considerations which have to be 
borne in mind to be able to forecast movements in Wall 
Street which are not nearly as logical as those in the 
London ’Stock Exchange. In describing these considera- 
tions, Mr. Brooks has increased to no slight extent the 
value of his book. 


PUBLICATIONS RECEIVED. 


MATHIESON’S HANDBOOK FOR INVESTORS FOR 1936. 
37th year of issue. (London, 1936. Frederick C. 
Mathieson & Sons. 5s. net.) 

MINING: HIGHEST AND LOWEST PRICES, DIVIDENDs, 


ETC. FOR THE Past Six YEARS. (London, 1935. 
Frederick C. Mathieson & Sons. 2s. net.) 





A Safe Investment to recommend. 


LIVERPOOL & PROVINCIAL 
BUILDING SOCIETY 


ESTABLISHED 1854 


TAX FREE PER CENT. 


Equivalent to £4 16s. 9d. per cent. gross. 


SECURITY. Ali the Society’s funds are invested in mortgage securities, cash or 
trustee securities. There is no loss on realisation. No fees or stamps. Just 
apply for your money, if you desire to withdraw and you will be paid without 
any deductions. 


SPREAD. 75% of the mortgages are under £500 each and a further 23% under 
£1,000 each. 


EARNINGS. The Society relies on its own profits and not on the earnings or 
: Y Pp 
policies of other concerns in the management of which it has no voice. 


Head Office: 41/43 CASTLE STREET, LIVERPOOL, 2 


Branches in London, Birmingham, Newport (Mon.), Bournemouth, Scarborough, Newcastle-on-Tyne, etc. 
Bankers: MIDLAND BANK LTD., 4/6 Dale Street, Liverpool. 
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BARCLAYS BANK LIMITED 


CONTINUED PROGRESS 


INCREASED DEPOSITS AND PROFITS 


MR. W. FAVILL TUKE’S SPEECH 


Barclays Bank Limited was held on 
Southern 
Mr. 


Tes 41st Ordinary General Meeting of 


Thursday, January 23, at 
House, Cannon Street, London, E.C. 
William Favill Tuke (Chairman) presided. 

The Chairman said : We meet to-day in the 
shadow of a great National bereavement. 
The outstanding characteristics of our late 
beloved King were his unswerving devotion 
to duty, the simplicity of his life and 
character, and his essential humanity. It 
was the rare combination of those fine 
qualities which engendered between King 
George and us, his people, that bond of 
abiding affection and unshakable loyalty 
which was so happily made manifest at his 
recent Jubilee. His warm and affectionate 
nature made him considerate and kind. He 
was greatly loved, and his death so soon after 
his memorable Jubilee leaves us not only with 
a sense of National calamity, but of grievous 
personal loss. Because of this sense of per- 
sonal loss, we are able to appreciate to the full 
the great sorrow which has befallen our new 
Sovereign, Her Majesty Queen Mary, and all 
the members of the Royal Family. We 
mourn with them and our sympathy is 
sincere and heartfelt. As a silent tribute to 
the memory of His Late Majesty I will ask 
you to rise and remain standing for a few 
moments. 

Mr. W. N. Seeley (the Secretary) then read 
the Notice convening the Meeting and the 
Report of the Auditors. 


CONTINUED IMPROVEMENT 

Mr. Tuke stated that each year since 1931, 
when the combination of a long period of 
strain on our trading and industrial organisa- 
tion and a severe financial crisis on the 
Continent culminated in the suspension of 
the gold standard by the United Kingdom, 
they had met together under conditions 
which, in some respects, had shown improve- 
ment upon those prevailing twelve months 
earlier. Each year they had increasingly 
realised that the direct and indirect results 
of the policy adopted to meet the crisis of 


1931 had amply justified the sacrifices then 
made by every section of the community. 

However prudent and skilful a banker 
might be, he could not rise superior to pre- 
vailing circumstances, and, therefore, to a 
greater or less extent his position must 
always reflect the conditions governing 
industry. It followed that an analysis of the 
Balance Sheet and Profit and Loss Account 
they had before them would reveal some 
improvement under almost every heading. 

Current, Deposit and Other Accounts at 
December 31 last amounted to £406,782,270, 
being an increase of £26,688,511 over the 
corresponding figure for the preceding year. 
The item Acceptances and Endorsements, 
etc., which, because it largely arose out of 
overseas trade, normally acted as a barometer 
in showing the position of foreign business, 
again revealed a slight increase. 


OVERSEAS TRADE 


While the further expansion in overseas 
trade was indeed gratifying, the experience 
of the past year suggested that it was upon 
internal trade that the country must still 
mainly rely for a continuance of that re- 
covery which had been experienced during 
the last few years. A detailed investigation 
of the unemployment statistics revealed the 
magnitude of the adjustments which would 
have to be made in the absence of any 
marked recovery in markets abroad, and, 
although the latest figures compared favour- 
ably with those of recent years, the position 
disclosed was nevertheless serious and served 
to emphasise the need for devoting unremit- 
ting attention to surmounting the difficulties 
facing our traders in their endeavours to 
secure an expansion in overseas business. 


THE CASH RATIO 


On the other side of the Balance Shett, 
Cash in Hand and with the Bank of England 
showed a rise of £5,235,774 compared with 
the figure for December 31, 1934, the ratio to 
Deposits increasing from 12°31 per cent. 1 
12°79 per cent. 
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In the case of the London Clearing Banks 
as a whole in 1935, the average holding of 
Cash, according to their monthly statements, 
was taised by nearly £3} million to about 
{215} million and the ratio to Deposits was 
reduced from 11°27 per cent. to 10-77 per 
cent.; as a result of these changes the Cash 
available would support an increase in 
Deposits of approximately {£120 million. 
This actually took place last year, and the 
resulting changes in the monthly statements 
of the Clearing Banks afforded a practical 
demonstration of the fact that every increase 
in Bank assets as a whole must involve an 
equivalent increase in Bank Deposits. 

There were, however, certain limitations to 
this process. 


LIMITS TO EXPANSION IN BANKING 
ASSETS 


Dealing first with the situation of the 
Banks as a whole, the Chairman said it 
should be clearly understood that there were 
certain definite limits to an expansion in 
banking assets. As he had pointed out, a 
net increase in the assets of the Banks in- 
creased Deposits, but Deposits were a liability, 
against which the need for liquidity made it 
essential that the Banks should hold an 
adequate proportion of Cash. There was, 
therefore, a definite restriction upon the 
ability of the commercial Banks to raise the 
total of Deposits, for the control of the Cash 
base of the country was not in their hands 
but in those of the Bank of England, which 
in turn operated subject to such limitations 
as result from the statutory restrictions upon 
the issue of legal tender money. He felt that 
this matter should be thoroughly understood. 
When they considered the position of an 
individual Bank, there was still less justifica- 
tion for the extravagant and dangerous mis- 
conceptions which had arisen. Statements 
which had been made from time to time were 
capable of the interpretation that all a Bank 
had to do when it wished to increase its own 
Deposits was to buy an investment, make an 
advance or discount a bill; but if it were 
possible for a Bank to create Deposits for 
itself without cost or limit, it would be absurd 
for the Banks to endeavour to attract 
Deposits by the payment of interest and by 
the rendering of many valuable services to 
their customers. In actual fact, just as it 
was true that every net increase in banking 
assets increased Deposits, so was it true that 
an individual Bank could only continue to 
lend so long as it continued to receive 
Deposits from its customers. Having by the 
granting of a loan or by any other operation 
increased its Deposits, the Bank did not 
retain any ownership or right in such Deposit. 
The amount could be drawn out in cash, or 
paid into another Bank, and in either case 
the first Bank’s holding of Cash would be 
teduced and its ratio of Cash to Deposits 


would fall. If this process were not arrested, 
the Bank’s business would soon come to an 
end. Consequently, it was only by attracting 
Deposits to itself that it could continue to 
function, and to provide the many services 
upon which the smooth working of the trade 
and industry of the country depended. The 
primary function of a Bank was to mobilise 
or make liquid the assets of its customers, and 
the suggestion so often made that a Bank 
“‘ creates ’’ credit out of nothing was therefore 
definitely incorrect; in the final analysis, 
the granting of a credit by a Bank repre- 
sented the exchange of one form of debt for 
another. Moreover, the credit which a Bank 
could grant to creditworthy borrowers 
depended upon its own credit standing as 
represented by the degree of trust reposed in 
it by the public, which was itself the product 
of many years of valuable service, fair dealing 
and integrity, supported by the strength of 
its position as disclosed by its Balance Sheet. 


PROFIT AND LOSS ACCOUNT 


The Net Profit for the year ended Decem- 
ber 31 last, after payment of all charges and 
after making provision for all Bad and 
Doubtful Debts and for Contingencies, 
amounted to the sum of {1,783,784 5s. 5d. 
to which had to be added the sum of 
£564,136 13s. 10d. brought forward from the 
preceding year, making a total of 
£2,347,920 I9s. 3d. to be dealt with. The 
Profit for the past year, therefore, showed a 
further moderate rise of £75,610 8s. 11d. and 
the Directors, after appropriating £150,000 
to the Reduction of Premises Account, had 
decided to recommend the payment of the 
usual Dividends at the rates of 10 per cent. 
per annum on the “A” Shares and 14 per 
cent. per annum on the “B” and “C” 
Shares, subject to Income Tax, involving a 
net amount of £1,614,275 Ios. 2d. and 
leaving a sum of £583,645 9s. 1d. to be 
carried forward. 


THE OUTLOOK 


In conclusion the Chairman said, balancing 
the credit and debit items in the events of 
the past twelve months, it appeared that real 
progress had been made and, if we were 
spared further major developments of a dis- 
turbing character abroad, or complications 
at home, he saw no reason why the recent 
improvement should not be continued. The 
problems still to be solved called for states- 
manship and leadership of a high order, but 
remembering all the achievements which the 
modern world had to its credit, he felt 
justified in believing that eventually a way 
would be found of removing those fears 
which, by leading to the adoption of policies 
of economic self-sufficiency, retarded inter- 
national progress. (Applause.) 

The Report and Accounts were adopted 
and other formal business transacted. 
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MARTINS BANK LIMITED 


IMPROVING TRADE OUTLOOK 


“RISING SUN OF PROSPERITY ” 





STABLE CURRENCIES URGENT 


Mr. E. B. ORME’S REVIEW 





TE one hundred and fifth annual 

general meeting of shareholders of 

Martins Bank Limited was held at the 
Bank’s Head Office, Liverpool, on Tuesday, 
January 21. 


Mr. Edward B. 
presided, said : 


Orme, Chairman, who 


Our net profit is £693,117, an increase of 
£20,860 upon the previous year, and as it 
has been achieved when money rates have 
shown a steady downward tendency, we are 
not dissatisfied. With {222,755 brought in 
from last account, we have {915,872 avail- 
able. A dividend at the rate of 14 per cent. 
per annum is recommended. We propose to 
place £50,000 to Premises Redemption, and 
£50,000 to Pension Fund, carrying forward 
£233,406. It is also proposed to transfer 
£100,000 from Investment Reserve to pub- 
Reserve, bringing the latter up to 
£3,100,000, 


lished 


GROWTH OF BUSINESS. 


Cash in Hand and at the Bank of England 
is £9,787,355; while the total of all our cash 
items is 21 per cent. of our liabilities to the 
public. Treasury Bills and Bonds and first- 
class securities maturing within six months 
amount to {£7,043,860, compared with 
{4,230,000 of Treasury Bills a year ago. 
Commercial Bills are £1,325,100, an increase 
of £20,892. Investments stand at 34,905,292, 
having risen {2,669,842 during the year. 


Bank Premises at {2,667,345 show a reduc- 
tion of £111,083. Acceptances have increased 


by £335,130 to £2,605,118, a satisfactory 
feature in that it indicates an upward trend 
in the volume of overseas trade. Our 
Deposits now stand at /£87,287,562, being 
£4,667,530 in excess of the amount a year 
ago. It is gratifying to record this growth in 
the Bank’s business. 


Advances are fairly well maintained, the 
amount of {29,508,600 showing a decrease 
of some £840,976. There are several reasons 
for this important item not showing that 
expansion we would like to see. You may 
dismiss at once the suggestion that we are 
not prepared to lend freely, as every eligible 
application receives the fullest consideration, 
with the object of the advance being made 
if that can be done without undue risk. 


MONEY MARKET FEATURES. 


One of the foremost conditions accountable 
for the non-expansion of Bank advances 1s 
the heavy decline in employment of money 
in overseas trade by British finance houses, 
which has enabled large funds to be set free to 
compete with the resources of the Banks. 


Another important reason is the cheapness 
of money, the advent of which induced 
corporations, large industrial companies, and 
other concerns to replace temporary finance 
by cheap permanent capital. 


Then we are not without indications that 
the building boom may have almost spent 
itself, at any rate so far as housing is con- 
cerned, but it is probable that slum clearance 
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and industrial expansion will offset the 
decline in advances brought about by any 
slackening in the erection of dwelling houses. 


BETTER TIMES FOR COTTON. 


Cotton again has not made those demands 
upon us to which we have been accustomed 
in previous years, but at the moment pros- 
nects are brighter than they have been for 
several years. Co-operation within the 
industry is required, and with this in evidence 
we are justified in looking for better times. 

In the wool trade there has been consider- 
able activity, and advances have been 
maintained, but in the iron and steel areas, 
notwithstanding widespread improvement, 
we have not experienced increased demand 
for accommodation. 


HOME TRADE RECOVERY. 


The year just closed differed little from its 
immediate predecessor, except that recovery 
in our internal trade made further progress. 
There are few of the industries of the country 
in which your Bank is not largely interested, 
and the steady improvement which has taken 
place during the past three or four years has 
had a correspondingly beneficial effect upon 
our own fortunes. Positions which were 
difficult or frozen are gradually responding 
to the rising sun of prosperity, and I invite 
you to believe that this will continue, unless 
we are plunged again, by some mad act, 
into external political strife or industrial 
turmoil at home, such as that threatened in 
the coal industry. 


OVERSEAS TRADE NEEDS. 


Last year I referred to the position of 
international trade, and while there has been 
sustained advance in the volume of our own 
external commerce, improvement is not 
such as to justify complacency. If countries 
favourably situated for the production of 
Primary products, formerly exchanged for 
the manufactured goods of countries best 
able to produce those goods, adopt a manu- 
facturing policy themselves, and manufac- 
turing countries foster uneconomic develop- 
ment of their agricultural industries, we 
shall arrive at a position of stalemate so far 
as world trade is concerned, for world trade 
consists of the exchange of goods. That is a 
Pont I need not labour in a great shipping 


community such as this, and I feel I would 
be on equally safe ground were I speaking 
elsewhere in the British Isles, which more 
than any other country depends upon the 
exchange of goods for its welfare. 


STABLE CURRENCIES IMPERATIVE. 


Permanent world recovery can only come 
about by stabilisation of currencies. Without 
that, and the confidence thereby engendered, 
enabling traders to undertake contracts with 
assurance that they will be successfully 
carried to completion, we shall not arrive at 
the solution of international problems. It 
must be confessed we have made little 
progress during the year in this direction. 
It should be regarded as essential that 
stabilisation of currencies should in the near 
future engage the serious attention of the 
“best brains ’’’ among the financial advisers 
of the nations, not from any academic point 
of view, but with the sole object of terminat- 
ing a state of affairs which has brought into 
being abnormalities such as exchange equal- 
isation funds, tariffs and other impediments 
to world trade. The point of view that this 
country is not doing so badly under existing 
conditions, and that any approach to 
stabilisation on our part should be made with 
caution, may reasonably be advanced, but 
this should not deter us from taking our 
part in a general endeavour to adjust dis- 
ordered conditions throughout the world. 


“ QUIET CONGRATULATION.” 


I will end upon a note of optimism. Both 
as regards our own position and that of the 
country generally, we have every reason for 
quiet congratulation, and if we can come 
before you again in a year’s time with the 
same feeling, and with some improvement 
in world political conditions, we shall be 
satisfied. 

I should not be doing my duty if I failed 
to mention that at a time like the present, 
when advances are difficult to maintain, and 
when interest rates for invested funds are 
low, it requires skilful management to enable 
the Bank to present results such as those I 
have discussed with you this morning. It 
gives me pleasure, therefore, to ask you 
to express your appreciation of the work 
of the General Manager, Mr. Furniss, and 
all those associated with him.—(Applause.) 

The Report and Accounts were adopted. 





WESTMINSTER BANK LIMITED 


BALANCE SHEET, 


LIABILITIES 
Capital : 
Authorised: 7,500,000 Shares of £4 each 
3,000,000 Shares of £1 each 


Issued : 

7,070,990 Shares of £4 each, £1 paid . 7,070,990 0 0 

2,249,167 Shares of £1 each, fully paid 2,249,167 0 0 
9,320,157 0 0 
9,320,157 0 0 


. . . 


Reserve . ‘ ; P ; . ° 
Current Deposit and other Accounts, including provision for 


Contingencies . ‘ . £320,978,593 3 


Balances in account with Subsidiary Companies . ‘ . 1,696,791 0 
ee 322,675,384 4 0 


Notes in circulation in the Isle of Man js . . ‘ ‘ ‘ ‘ 13,444 0 0 
Acceptances, Endorsements and other Engagements on account of Customers 22,460,264 16 § 
Profit and Loss Balance, as annexed . e e ° ° ° e e 1,081,594 14 3 


R. E. BECKETT CHARLES LIDBURY, Chief General Manager 


M.N.HOGG $$! Directors £364,871,001 14 8 
HUNSDON J J. R. HOOFF, Chief Accountant 








Dr. PROFIT AND 


£ sd 

To Interim Dividend of 9 per cent. (Jess Income Tax) on the £4 Shares paid in August last 493,201 11 1 
»> Interim Dividend of 6} per cent. (Jess Income Tax) on the £1 Shares paid in August last 108,944 0 6 
» Officers’ Pension Fund ‘ . ‘ ‘ ‘ ‘ é e 200,000 0 0 


» Further Dividend of 9 per cent. (Jess Income Tax) making 18 per 
cent. for the year on the £4 Shares (£1 paid up) . - £493,201 11 1 


Further Dividend of 6} per cent. (Jess Income Tax) making 12} 
. - 108,944 0 6 





” 


per cent. for the yearonthe £1 Shares . ° 
»» Centenary Bonus of 2 per cent. (Jess Income Tax) on the £4 
Shares (£1 paidup) . e e e e e - 109,600 6 11 
Balance carried forward e ° e . ° e - 369,848 15 
-- 1,081,594 14 3 


£1,883,740 5 10 


—— 


AUDITORS’ REPORT TO MEMBERS OF WESTMINSTER BANK LTD. 


We have examined the above Balance Sheet and compared it with the Books at Lothbury, Lombard Street, 
and Threadneedle Street, and with the Certified Returns received from the Branches. We have verified the 
Cash in hand and Bills Discounted at Lothbury, Lombard Street, and Threadneedle Street, and the Cash at 
the Bank of England. We have also verified the Securities held against Money at Call and Short Notice, and 
the Investments of the Bank. We have obtained all the information and explanations we have required, and 
in our opinion the Balance Sheet is properly drawn up so as to exhibit a true and correct view of the state 
of the Bank’s affairs, according to the best of our information and the explanations given to us, and as shown 
by the Books of the Bank. 
TURQUAND, YOUNGS & CO. 
KEMP, CHATTERIS, NICHOLS, SENDELL & CO. | Chartered 
PRICE, WATERHOUSE & CO. Accountants 
STEAD, TAYLOR & STEAD 

Auditors London, 13th January 1936. 





WESTMINSTER BANK LIMITED 


December 31st, 1935 


ASSETS 
8. 
Coin, Bank Notes, and Balances with the Bank of England . ‘ 40,529,064 10 
Balances with, and ree in course - collection aaah — Banks in Gon Britain 
and Ireland . . 11,026,620 7 
0,990 0 0 Money at call and short notice . ° ‘ 18,548,513 4 
2,167 0 0 Bills Discounted .  . ; ; 43,929,070 2 
ee Investments at, or below, Steet Vetens 
0,157 0 0 War Loan and other Securities of, or guaranteed by, the 
0,157 0 0 British Government (of which £1,412,805 7s. 6d. is 
‘ lodged for Public accounts and for the Note nin in ae 
Isle of Man) . 103,371,534 15 5 
British Corporation Stocks _ ote een, There 
is @ contingent liability for uncalled aeani in aed of a 1,801,501 14 11 
5,384 4 0 portion of these Investments : js ——_ 105,173,036 10 
3,444 0 0 Advances to Customers and other heen ; ‘ ‘ 114,533,333 4 7 
0,264 16 § Balances in Account with Subsidiary Companies ‘ 2 223,559 15 8 
1,594 14 3 —_—__—_—_ 114,756,893 0 
' Liability of Customers = saan EM, on — nearer as 
per contra , 22,460,264 16 
Shares in Subsidiary Cumene (at cost, in amounts written off na 
Westminster Foreign Bank Limited : £ s. d. 
8,000 £20 Shares, fully paid 
997000 £20 Shares, £10 paid } ° ; . «1,080,000 0 0 
Ulster Bank Limited: 
200,000 £15 Shares, £5 paid . ° i ‘ Pe - 1,912,500 0 0 
—__ 2,992,500 0 0 
Bank and other Premises (at cost, Jess amounts written off ) . ° ° ° . 5,455,039 2 8 
—————— | — 
1,001 14 8 £364,871,001 14 8 
a | 
FIT AND LOSS ACCOUNT Cr. 
. sd £ : & 
3,201 11 1 By Balance brought forward from 31st December, 1934 P . ‘ “ 481,084 11 1 


» Profit for the year, after providing for the Centenary Bonus to oe Staff, Pensioners 
and Widows, for Rebate and Income Tax, and after appropriations to the credit of 
Contingency Accounts, out of which accounts full _—— for Bad and Doubtful 
Debts has been made e ° e e ° e e ‘ - 1,402,655 14 9 





£1,883,740 5 10 


STATEMENT PURSUANT TO THE COMPANIES ACT 1929 


Directors’ Remuneration, including Income Tax and Fees paid to them by Subsidiary Companies, amounted 
to £37,873 14s. 6d. Such of the nae rofits of the Subsidiary Companies for the year as have been 
declared in dividends are ladieted tn th rofit and Loss account above. The undivided balances of the 
Profits of the Subsidiary Companies io eon carried forward in the accounts of those Companies. 


R. E. BECKETT 7 
M. N. HOGG } Director CHARLES LIDBURY, Chief General Manager 


UNSDON J. R. HOOFF, Chief Accountant 





London, 13th January 1936. 
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The First Great Modern Bank 
Building 


The Philadelphia Saving Fund Society’s 
New Offices 


By Professor C. H. Reilly 


T last THE BANKER is in a position to put before its 
A readers photographs and plans of a big bank which, 
in its architecture, does not in any way rely upon 
the fancy dress of other epochs. It is a bank built in 
1931-32 in the heart of Philadelphia’s shopping centre 
and designed by Messrs. Howe and Lescaze, architects 
well-known on both sides of the Atlantic for their accept- 
ance of the modern position so often referred to in these 
articles, but never before illustrated by a building of any 
size. Mr. William Lescaze has designed and built in this 
country the headmaster’s house and certain dormitory 
buildings at Dartington School in Devonshire. Those 
who have seen them will be interested to know what this 
analytical and original mind, which goes at once to the 
essentials of every problem, makes of a great American 
bank building entrenched, as one imagines such to be, in 
all the pomp of classical splendour both within and 
without. A mere enclosure against the weather in which 
banking transactions could take place would solve the 
problem of an American bank building even less than it 
would solve ours. He must have given his clients some- 
thing sufficiently imposing yet his conscience would not 
allow him any of those short cuts to glory the traditional 
styles so readily provide. What, then, has he done? So 
many people think, and among them every banker I have 
ever met, that a modern functional building must be 
something not only bald and uninteresting, but in addi- 
tion shoddy-looking if not always cheap. That such a 
building can have dignity and an innate grandeur of its 
own, growing, as it were, out of its bones and without 
the aid of applied decoration is to them and, indeed, to 
most people, a new conception. Let us see if it be well 
founded. 
First the building is on a rectangular site, measuring 
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160 ft. by 130 ft. The rectangularity of American city 
sites should make for straightforward logical building 
when the mists of antiquity do not obscure the way. 
The proposition—one cannot resist the temptation to 
use these expressive Americanisms—was not only to 
house the bank adequately to American standards in the 
lower storeys of the building, but to erect above it an 
office block to rent at whatever was the paying height. 
As this turned out to be a building of some twenty-seven 
storeys the result is what in this country we call rather 
unkindly a skyscraper. Such height, however, under 
such restrictions as the building regulations may allow— 
there is, unfortunately, no law of ancient lights—is 
entirely a matter of land values brought about by com- 
mercial competition and the pressure of population. 
The architect asked to design an office building on a 
valuable site, which must return a certain percentage on 
its cost, has to discover the exact number of storeys to 
bring this about regardless of what is best for the town 
as a whole. We must not, therefore, at the outset blame 
these architects, or the bank even, for building such an 
assertive thing as the huge tower they have put up. We 
must blame American conditions, perhaps even their 
famous but hampering constitution. What, however, 
is radically different to our conception of such a building 
is the more truthful acceptance by them of which part 
of the building is the bank and which the offices to rent. 
We should give the building an overall monumental 
appearance in order that those who did not examine it 
closely should feel it was all bank. Not only would the 
entrance to the offices be as inconspicuous as possible, 
but externally there would be no clear division indicating 
the two users. The great Hongkong bank, described and 
illustrated last month, which looked like the temple of 
some strange religion, was a good example of this 
attitude. In the building we are now considering it is 
clear at a glance which are the bank premises and which 
are not. The hive of offices above with layer upon layer 
of similar storeys, whether one likes its general appear- 
ance or not, admittedly tells the exact truth without any 
attempt to blur its outlines. Has the depression helped 
to bring about this new and welcome puritanism, and, if 
so, why has it not done so with us? 
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GROUND FLOOR PLAN—RENTAL SPACE AND SHOW WINDOWS 
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FIRST FLOOR PLAN—THE BANKING HALL 
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The same thing applies to the ground floor. In order 
to obtain better rents the architects have adopted the, 
to us, very novel plan of placing the bank on the first 
floor above a comparatively low ground storey devoted 
to shops. To tempt people up to the bank and to help 
the bank’s ordinary customers an escalator running 
parallel to a broad flight of steps rises, as will be seen 
from the plan and illustration, direct from the main 
street. If there are sufficient people passing in and out 
all day to justify the expense of running the escalator to 
one floor only, it is clearly an excellent idea, for an 
escalator is not an undignified thing like a lift. This one, 
with its sweeping lines, indeed, adds to the impressiveness 
of the broad stair. If such a scheme is accepted by the 
public, and the experience of this bank is that it is 
very readily, a great banking hall can be provided running 
through several storeys, yet only using secondary space. 
The valuable ground floor is free to earn its full rent. In 
this particular building it looks as if the shops were to be 
small ones for the sale of precious things, their compara- 
tively low height no doubt being an interesting device of 
the architects to increase the apparent importance of the 
bank immediately above them. Externally the bank 
shows clearly with its plain polished marble surface, 
rather like the dark glass surface of the Express news- 
paper building in Fleet Street, wrapped round two sides 
of the building and broken only by a continuous range 
of great windows. In this way the bank immediately 
disassociates itself both from the little shops below and 
the layered office building above with its multiplicity of 
lines. We shall find this contrast of surfaces the main 
keynote of the building apart from its construction, and 
the explanation of the very decorative effects obtained 
within, without anything in the way of what is usually 
called decoration. 

Of the construction, which is of the ordinary steel- 
frame type as regards its main skeleton, all one need say 
is that the majority of the stanchions are so placed that 
in the upper floors they are outside the rooms and there- 
fore leave their wall surfaces unbroken, and that in the 
main front they have been set back some 5 ft. so that 
the whole of that front through its twenty-seven storeys 
is cantilevered out from them. The object of this is 
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to obtain on this face continuous windows, not only to 
the shops and bank, but to all the office storeys over 
them. To cantilever out into space a front of such a 
height is a very brave thing to have done. We shall see 
directly the happy result ‘of this in the banking hall, 
where the long unbroken window passes behind the piers 
and completely envelopes two sides of the apartment, 
and we can imagine the charms of the unimpeded view 
the continuous windows stretching unbroken from wall 
to wall give on that front to the offices above. Here, 
then, in the construction is a very valuable use made of 
the steel skeleton denied to those who, like the majority 
of architects in this country, and practically all the bank 
ones, bury their steel in the thickness of their walls and 
piers, and while letting it support their building, pretend 
it is not there. Cle arly if one is erecting what appears to 
be a monumental building of brick or stone one cannot 
shoot out into the air in ‘this way even a single storey, 
much less twenty-seven storeys one above the other. 

It is in the interior of the banking hall, however, that 
the novelty of the design is of chief interest to us, for, 
fortunately, we are not concerned, owing to our law of 
light and air and to the building regulations of our towns, 
with buildings twenty-seven storeys in height, whether 
over a bank or not. In this banking hall it will be seen 
from a first glance at the illustration that the dignity 
and impressiveness we require from such an apartment 
is not lacking. The same glance, however, shows us 
equally quickly that there is as well a new air of serious- 
ness. While there is great size and scale in the parts, 
such as in the double range of big square piers which 
cross the hall, in the vast window which wraps it on two 
sides, in the open space round the counters and in the 
solid marble gallery fronts of the mezzanine floors, a 
size and scale equal, indeed, to anything of the kind to be 
obtained by the columns and entablatures of the ordinary 
classical bank interiors, the absence of the unnecessary 
decorative details of caps and cornices these carry with 
them, give a workmanlike air to this apartment far in 
excess of anything the usual banking hall presents. This, 
indeed, is no temple, mausoleum, church or banqueting 
hall, but a place for work. It is as bright and clean as an 
operating theatre, and the most minute and concentrated 
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work can be done in it. Yet it is not merely a well-lit 
workshop. With its polished marble and chromium 
surfaces reflecting the light to such an extent that in 
places even the heavy piers seem translucent, it is clearly 
a place of great elegance and refinement, a place where it 
would be a sin to leave a paper about or to enter with 
one’s hat on one’s head. To obtain this effect of combined 
exactness and high finish a great deal of thought as well as 
of fine workmanship has gone to the making of this interior, 
To give the big square piers, for instance, dark sides, but 
light faces against the light is not an obvious thing to 
have done, but it is one which softens any harshness their 
silhouettes might have had with the light behind them. In 
hundreds of details about the building, even down to the 
parts seen of a strong-room lock, the architects have ina 
similar way considered which surfaces should be polished 
and which dull. Indeed, they have made light, whether 
real or artificial, and its reflections a natural decoration 
throughout their great structure, and in so doing have 
endowed it with a liveliness and freshness, an inherent 
life, as it were, unknown before in such a building. It is 
a great achievement only possible in our age and one 
which I hope, when better known, will have a great 
influence in this country as well as in the United States, 
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